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SMALL BUSINESS PARTICIPATION IN DEFENSE 
SUBCONTRACTING 


WEDNESDAY, APRIL 22, 1959 


U.S. SENATE SELECT COMMITTEE ON SMALL BUSINESS, 
SUBCOMMITTEE ON GOVERNMENT PROCUREMENT, 
Washington, D.C. 

The subcommittee met, pursuant to notice, at 10:15 a.m., in room 
312, Old Senate Office Building, Senator Harrison A. Williams, Jr. 
(New Jersey), presiding. 

Present : Senators Williams, Randolph, Cooper, and Scott. 

Also present: Walter B. Stults, staff director; William T. McIn- 
arnay, counsel; William D. Amis and John L. Anderson, professional 
staff members; Harold Putnam, counsel; David Martin, legislative 
assistant to Senator Saltonstall; and Roy Millenson, legislative as- 
sistant to Senator Javits, 

Senator Wixxi1AMs. The committee will come to order. 

This morning the Subcommittee on Government Procurement opens 
the first of 3 days of public hearings on the subject of small business 
participation in defense subcontracts. It has been more than 5 years 
since the subcommittee made a thorough study of this subject, and 
you may be interested to know why we have chosen to exert a major 
effort along these lines at this time. 

In the past 5 years, as rapid technological advances have taken 
place in weapons design, we have witnessed a decline of almost one- 
third in the small business share of defense prime contract dollars. 
This decline, from 25.4 percent in 1954 to the current 17.7 percent, 
represents more than $1.7 billion, figured on the basis of last year’s 
expenditures. 

Military procurement policymakers have said that a growing em- 
phasis upon missiles, rockets, and other advanced weapons has pre- 
cipitated a sharply increased reliance upon the very te prime 
contractors. 

These companies, drawing together vast engineering resources, have 
been called upon to assume a more complete management and control 
of multimillion dollar contracts for the development and production 
of highly complex end items. As a matter of fact, many defense proj- 
ects, we are told, require a combination of the capacities and talents 
of several of these large companies. This is the changing scene in 
military procurement which has resulted in a growing concentration 
of defense prime-contract-dollar awards to fewer companies. 

Reflecting this trend is the list of the 100 largest defense prime 
contractors, a group that in 1957 was awarded 68.4 percent of all de- 
fense prime contract dollars, and in 1958, 74.1 percent. 
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In the past fiscal year alone this group accounted for more than 
$17 billion of the total $21 billion spent by the Department of Defense 
for goods and services in the United States. That figure represents 
more than one-fifth of the total national budget. 

Accompanying this rapid engineering and scientific progress in the 
development of weapons of war, there has been a considerable decline 
in the so-called small-business potential at the prime-contract level. 
Military spokesmen call this trend inevitable. To offset this situation, 
it has been said repeatedly that the technically competent small firms 
can expect to be increasingly in demand at the subcontract level. Un- 
fortunately, all too often this has not been the case. 

Competent small businessmen have voiced reasonable complaints 
to the subcommittee with respect to their unsuccessful effort to partici- 
pote in subcontracting. More significant, perhaps, is the fact that 

uring the period from 1956 to 1958 the percentage of subcontract 
dollars awarded to small firms declined ea 21.5 percent to 17.4 
percent. 

Thus it is that the smaller firms being squeezed out on prime con- 
tracts are losing ground equally as fast at the subcontracting level. 

Our purpose, then, is to discover why small-business subcontractors 
are not faring equitably, and to recommend how this trend can be 
reversed. 

‘ This is an unhealthy situation not only for the very real loss that 
it inflicts upon individual small companies, but also because of the 
impact on our national economy. We hope that the testimony about 
to be given will lead to a fair and workable solution. 

Our first witness is the Honorable Wendell B. Barnes, Adminis- 
trator of the Small Business Administration. 

Mr. Barnes. 


STATEMENT OF HON. WENDELL B. BARNES, ADMINISTRATOR, 
SMALL BUSINESS ADMINISTRATION; ACCOMPANIED BY DONALD 
A. HIPKINS, DEPUTY ADMINISTRATOR 


Mr. Barnes. Mr. Chairman, and gentlemen of the committee, it 
is a pleasure for me to appear before the Government Procurement 
Subcommittee of the Senate Select Committee on Small Business. 
You have asked me to discuss subcontracting and to review the find- 
ings of our agency as a result of our subcontracting study of last year. 

As a preface to my remarks on subcontracting, I believe there is 
general agreement that this field provides a broad area for increased 
participation by small business. However, while the efforts of all 
concerned must be directed to insuring such an increase, I am sure 
this committee will not lose sight of the fact that small business must 
also be afforded increased opportunities to participate in Government 
prime contracts. 

Several years ago the Department of Defense adopted a subcontract 
program which, in effect, constituted a request to the major prime 
contractors to adopt voluntarily a meaningful subcontract program 
designed to benefit small firms. 

I might interpolate at this point by saying we in our agency worked 
with the Department of Defense in developing this program, and we 


2For correspondence from the committee, upon which most of the testimony herein is 
based, see app. IV. p. 315. 
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all recognize that this was a trial program and that it would be sub- 
ject to later changes and developments as we saw what experience 
was obtained under it. 

The program also included the establishment of a reporting pro- 
cedure to provide statistics on the volume of subcontracting to small 
business. In addition, the large prime contractors were requested to 
designate a “high level” officer to act as liasion with small business 
concerns, the prime contractors’ officials, and the various Government 
departments. ‘To the best of my knowledge, most of the large prime 
contractors of the Department of Defense have appointed such a 
liaison officer. I don’t know the exact figures, but the subcontracting 
program embodied in this particular program was by change order 
or contract clause made applicable to some 400 or more prime con- 
tracts or prime contractors. I don’t have the latest figures, but that is 
about my understanding, and I believe other testimony from the De- 
partment of Defense may develop exactly how far that was applied. 

Early last year I determined to take steps to evaluate the effective- 
ness of this program. At the request of the Department of Defense, 
nine major prime contracts were selected, three each by the Army, 
Navy, and Air Force. Arrangements were made by the Department 
of Defense for a survey team from the Small Business Administra- 
tion to visit each contractor’s plant to determine the effectiveness of 
their subcontracting program. ‘The results of these nine surveys were 
anything but encouraging. 

Like most voluntary programs, the company policies are of such a 
general nature that little or no specific assistance to small business is 
accomplished. In order to be effective, the company liaison officer 
should participate in the “make or buy” decisions of the company pro- 
curement officer. 

I might interpolate by saying this is because this decision, of course, 
determines whether or not the contractor himself will perform the 
work or whether he will sub it out usually to small companies, and, if 
the liaison officer is not participating in those decisions, of course, 
small business has no representation and more often than not it is 
resolved in favor of the prime contractor. 

He should have sufficient authority to influence these decisions in 
favor of small business and to prevent wasteful duplication of small 
subcontractors’ facilities by needless expansion of the prime con- 
tractors’ facilities, particularly if financed by the Government. In 
actual practice such is not the case. Additional major problem areas 
delineated by our survey of these nine companies are : 

(1) The prime contractors were not familiar with Small Business 
Administration services nor have they sought the assistance of the 
Small Business Administration. 

This sort of thing must come from the prime contractor, since the 
Small Business Administration doesn’t have any direct connection 
or relation with the prime contractor, so it has to be voluntary on their 
part under present rules and regulations. 

(2) All small firms on prime contractors’ bid lists are not given an 
opportunity to compete on individual procurements. For example, 
it 1s a general policy to limit the number of companies participating in 
the bidding to those firms of known capability regardless of size. ‘The 
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main difficulty of small business concerns is establishing themselves 
with prime contractors for participation in their subcontract program, 

(3) A desire was not indicated on the part of the prime contractors 
to rotate lists of bidders regardless of their size. 

(4) Consideration is not given to provide adequate bid time for 
pospereiien of bids to permit small businesses not on their bidders’ 

ist to participate in subcontracting. This is governed entirely by in- 
ternal administrative or production requirements of the prime con- 
tractor. 

(5) Adequate specifications, blueprints and other data are bein 
made available to selected small concerns that have been determin 
by past experience to be capable. 

(6) With exceptions, statistics are being compiled and reported to 
reflect the amount being subcontracted to small business. ean 
there were deviations in both the definition of a subcontract and of a 
small business concern. 

As an example, one of the companies surveyed 

Senator Scorr. May I interrupt? Adequate specifications either 
are being made available or are not ? 

Mr. Barnes. They are being made available only to those selected 
small concerns with whom they have had previous experience, not on 
an expanded basis; and it is diflicult to sometimes obtain this informa- 
tion if you have not previously worked for the particular prime con- 
tractor. 

Of course, I don’t mean to imply that a prime contractor has an ob- 
ligation to make an unlimited number of specifications and blueprints 
available; this would be too expensive, but the door should be kept 
open. That is what I mean by that particular comment. 

I believe I was on (6). 

With exceptions, statistics are being compiled and reported to re- 
flect the amount being subcontracted to small business. However, there 
were deviations in both the definition of a subcontract and of a small 
business concern. As an example, one of the companies surveyed 
reported the purchase of automobiles, replacing the company fleet, 
from a dealer as a subcontract to small business chargeable to an air- 
plane prime contract. 

(7) Approval of subcontractors by Government contracting officers 
does not indicate that small business receives all considerations pro- 
vided by regulations. 

(8) There was no evidence that Government facilities newly ac- 

uired by the prime contractors were used in the production of items 
oat bought from small business. However, it was indicated that 
facilities previously provided, in some instances, were for items which 
could have been acquired from small business. 

(9) The Armed Services Procurement Regulations assign to the 
appropriate military representative the responsibility of determining 
the adequacy of the subcontracting program as well as its deficiencies 
and directing that necessary steps for improvement be taken. This 
surveillance was found ineffective and in some instances wholly 
missing. 

Asa result of the survey of these nine companies, on October 7, 1958, 
I recommended to the Department of Defense a number of chang 
to the Armed Services Procurement Regulations. These recommenda- 
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SMALL BUSINESS IN DEFENSE SUBCONTRACTING 5 


tions were designed to protect the interests of small business, which is 
the declared policy of the Congress as expressed in section 2 of the 
Small Business Act of 1958. A copy of my recommendations is at- 
tached as exhibit A. 

(The document referred to follows :) 


Exuipit A. RECOMMENDATIONS TO THE DEPARTMENT OF DEFENSE FOR IMPROVING 
THE SMALL BUSINESS SUBCONTRACTING PROGRAM 


The following changes in the Armed Services Procurement Regulations are 
recommended : 

1. Regulations now provide that the major prime contractor be urged to develop 
and establish a defense subcontracting small business program. It is recom- 
mended that the establishment of such a program be made mandatory by changing 
the word “urged” to “required.” 

2. Under current Armed Services Procurement Regulations, contracts contain 
the following clause: “The contractor agrees to accomplish the maximum amount 
of subcontracting to small business concerns that the contractor finds to be 
consistent with the efficient performance of the contract.” 

It is recommended that this regulation be changed to require the maximum 
amount of subcontracting to small business that the contracting officer and the 
contractor jointly find to be consistent with the efficient performance of the 
contract. 

3. Armed Services Procurement Regulation 1-701.3(ii) provides that the prime 
contractor establish policies to assure that small business concerns will have an 
equitable opportunity to compete for subcontracts with particular regard to 
solicitations, time for the preparation of bids, quantities, specifications, and 
delivery schedules suitable for small business participation. 

This regulation should be changed to contain additional provisions necessary 
for an equitable opportunity as follows: In order to assure that small business 
concerns will have an equitable opportunity to compete for subcontracts, all 
small firms requesting permission to bid and who have not been disqualified 
through actual survey, will be granted an opportunity. In the event the bidders 
list is so large as to preclude utilization of the entire listing, the rotation system 
will be used in the same manner as required under ASPR for Government 
contracting officers ; also the establishment of policy to assure that small business 
concerns have an equitable opportunity to compete, with particular regard to 
time for the preparation of bids, quantities, specifications, and delivery schedules, 
suitable to small business participation. 

4. Regulations require submission of information on form DD 1140 on sub- 
contracting to small business. It is recommended that this form include the 
amount of subcontracting to small business by contract number, dollar volume, 
and item description, and such records on each individual contract be made 
available upon request to military representatives or the Small Business Ad- 
ministration. 

5. The requirement that the small business liaison officer of the prime con- 
tractor participate in this capacity in all decisions pertaining to make-or-buy 
as well as supervise the small business program of the procurement divisions 
of his company. 

6. Provision should be made that before facilities contracts are awarded 
either to prime or subcontractors, definite evidence be required that such fa- 
cilities are not already in existence in small business firms. 

7. That the existing forms used by the military department, entitled “De- 
fense Subcontracting Small Business Checklist” be completely revised in a 
manner that permits factual reporting, covering all points of the defense sub- 
contracting small business program; these reports to be submitted through the 
appropriate military department to the Office of the Assistant Secretary of 
Defense (Supply and Logistics) and information from these reports made avail- 
able through these sources to the Small Business Administration. 

8. That the defense subcontracting small-business program include the pro- 
vision that the Small Business Administration may assign on a full- or part-time 
basis an SBA representative in appropriate plants of the large prime contrac- 
tors as defined in ASPR 1-707. 

9. The requirement that all potential contractors submitting proposals on 
procurements anticipated to be $1 million or more submit to the contracting 
official a list of all subcontracts and subcontractors by name, location, and size 
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(large or small) and which sub- or sub-subcontracts are anticipated to be $500,- 
000 or more. 

The copy of the list as submitted shall be transmitted to the small-business 
specialist of the appropriate military department (ASPR 1-707.4) and the ap- 
propriate SBA regional office in the geographic area of the prime contractor. 

10. ASPR now provides that consideration of the extent of subcontracting 
may be a factor in awarding negotiated contracts. This consideration should be 
limited only to subcontracts with small business and not be overall inclusive as 
now stated. 

These above recommendations are made for the purpose of placing the subcon- 
tracting program of the major primes on a similar basis as now required of the 
Government’s contracting officers by regulations. 

Mr. Barnes. As to subcontracting in general, and without further 
reference to these nine surveys, I should like to make some observa- 
tions, discuss one or two specific cases, and present some further 
recommendations for consideration by this committee. 

Under the weapons system concept of procurement, cost-plus con- 
tracts are usually awarded after evaluation of all engineering pro- 
posals submitted. Thereafter the make-or-buy decisions most eco- 
nomically advantageous to the prime contractor are not necessarily 
most adv antageous to the Government or to small business. It is at 
this point when the make-or- buy decisions of the prime are being 

made that the interests of small business are not protected. The aver- 
age small company has no way of finding out what the prime proposes 
to buy and thus does not get an opportunity to compete. As long as 
smal] business or the Government has no representation in these deci- 
sions, the prime contractors will continue to subcontract only that 
portion of any contract which expediency and economic advantages 
to the company dictate. Officials of the prime, ambitious to increase 
their volume and to make a good record, will resolve most issues in 
favor of their company and against potential smal] business subcon- 
tractors. The subcontractors ‘will take the brunt of any cutback in 
order that the prime may keep its work force intact in anticipation of 
future contracts. The prime contractor can and will take advantage 
of the subcontractor’s know-how on the production of components de- 
veloped by the subcontractor. 

A specific case in point has just been brought to our attention by 
the Honorable Abraham J. Multer, chairman ‘of Subcommittee No. 2 
of the House Select Committee on Small Business. To illustrate the 
problem, I should like to quote a portion of Congressman Multer’s let- 
ter. I have substituted the words “prime contr actor” and “subcon- 
tractor” in place of the actual names of the companies involved. 

A subcontractor was selected over 2 years ago after competitive bidding among 
more than 10 component manufacturers to build prototypes of more than 30 
components for a missile. This was for that portion of electronic gear that the 
prime contractor was building in their facility. 

The subcontractor worked faithfully with the prime in the research and 
development stages and tooled for production of these parts. The subcontractor 
was told to tool and to gear up for approximately 5,000 sets and was led to 
believe they would get these orders which would run for approximately 2 years 
or more. Many hours were spent on this project by the subcontractor’s engi- 
neers, who worked closely with the prime contractor’s engineers perfecting the 
designs of these parts. The prime contractor has just recently paid the sub 
contractor for the tooling which was authorized and which was completed by 
the subcontractor 2 years ago. Personnel of the prime contractor have repeat- 
edly shown appreciation for the engineering and production services of the sub- 
contractor as well as the quality of their product. 
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The subcontractor now learns that the prime has elected to bring into their 
facility, production machinery and personnel to make these parts themselves, 
notwithstanding the fact that the subcontractor, as low bidder, has the equipment 
and know-how geared to run the job. 

Although there are limitations of law and regulations on the positive 
action we in the Small Business Administration may take in the area 
of subcontracting, I feel that we have made some very substantial 
progress. ‘The SBA maintains in its regional offices approximately 
40,000 facilities inventories of small producers. We are in constant 
touch with many large firms and have been of material assistance in 
helping them locate small firms capable of supplying their require- 
ments. 

We published a Missile Directory listing the various missiles being 
procured, the component parts thereof, and the names of the large 
prime and first-tier subcontractors. I believe this directory has been 
of substantial help to small component manufacturers. 

We published a Research and Development Directory, listing 1,200 
or more small research and development firms throughout the country 
and indicating the particular field of each. This directory was dis- 
tributed to all Government procurement agencies. Copies of this 
directory have been sent on request to a large number of big firms. 

We have often heard the statement made that the small business sub- 
contract program is not applicable to research and development con- 
tracts. This isa false assumption that is easily disproved by glancing 
at the Research and Development Directory. I believe it is reason- 
able to ask that the controlling factor be the qualification of the per- 
sonnel to be used on the particular research project, not the size of the 
company. Recently, we had an opportunity to participate in an ex- 
perimental endeavor which could change the entire concept of subcon- 
tract assistance. This undertaking required many hours of SBA staff 
time and, while the actual results are not yet known, we are encouraged 
over the probability of its success. 

This particular endeavor involved locating qualified small com- 
panies to participate in a major research and development proposal 
with a large prime contractor. With the cooperation of the large con- 
tractor, we were furnished information as to the specific research 
qualifications needed as a supplement to the staff of the company, that 
is, the prime contractor. Our field offices were able to submit the 
names of the small companies which could qualify. After an ex- 
change of interviews, several of the small firms were selected to 
participate by the large company which determined the definite part 
of the work each subcontractor would perform if the large company 
were successful in obtaining the contract. Although the award has 
not yet been made, we are informed that the final proposal was one of 
the best submitted to the military department. 

We believe that there is some assurance that this pilot study and ac- 
tions taken will result in subcontracts for several small business con- 
cerns. The large prime contractor, the Government contracting office 
and small business, all benefit from this endeavor. While there are 
other means of accomplishing the results expected from the example 
given, complete teamwork by all parties concerned will have a posi- 
tive effect on the procurement program, the cost of defense, and the 
overall economy of the Nation. 
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It has been necessary to make some generalizations in my testimony, 
and there is hazard to accuracy in all generalizations. Some prime 
contractors have attempted to carry out a good subcontracting pro- 

ram, and many have a sincere desire to be fair. We recognize the 
Alesirability of fostering contractors which are creative, productive, 
and efficient, but we do not think such qualities are found only in the 
large primes. 

I want to mention also that, as a matter of fact, many officers of the 
Department of Defense and the various services have gone quite far 
in encouraging subcontracting. I know of instances in contract nego- 
tiations where the persistence of the contracting officer led to agree- 
ments by the primes that a certain amount or that certain parts of the 
work would be subcontracted. I know that many officers in each of the 
services have done this, even have gone far beyond the regulations, and 
I think they are to be complimented for this interest on their part. 

I would like to enlarge a little bit more on this previous sentence, 

Government procurement, as we know, is a complex, widely diversi- 
fied, and complicated interrelated activity. We, in the Government, 
both in the legislative side and in the executive branch, I think, want 
to see that the Government accomplishes its work in the most efficient 
manner possible, and at the least cost possible ; at the same time, that 
the maximum number of business units and particularly small busi- 
ness participate. 

I feel that we should keep in mind, and I certainly in my testimony 
want to emphasize that it has always been my view that we also have 
a duty and an obligation to preserve and to encourage those compa- 
nies, whether small or large, that are capable of doing the kind of 
creative engineering and imaginative manufacturing job that is essen- 
tial in these complex items that the Government requires. 

I do not encourage small businesses that are inexperienced or that 
do not have this engineering and technical capability to take part ina 
field where it is to the best interests of the Government to have the 
most knowledgeable contractors available. 

We also have constantly encouraged as a matter of policy Govern- 
ment contractors in the small business sector, whether small—I mean 
doing Government work or not, to always try to develop along with 
the Government work they get civilian aspects to their business so they 
won’t be completely dependent on Government contracting because it 
is a hazardous occupation and economic enterprise in that sometimes 
the Government has to cancel out its orders and change its plans, and 
this, I think, is a good business policy that we have encouraged con- 
tractors to follow. 

I wanted to make this statement so that you would be aware of the 
general aspects of the problem that we could not just keep in mind 
our own desire to spread the work among more small businesses. We 
do that, of course, but we encourage—and the kinds of small businesses 
that I have intended to talk about are those that do have technological 
capabilities that enable them to compete in this work and in the work 
we are talking about with any prime, and frequently compete at a 
lesser cost. 

Usually the small concerns have much less burden, much less over- 
head, and on items they can manufacture, the Government benefits 
by having them do the work. 
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In concluding my remarks on subcontracting, I would like to make 
the following suggestions and recommendations for consideration by 
this committee : 

1. Weapons, management, and operational-system-type contracts 
have absorbed prime contract opportunities formerly available to 
small business concerns directly from the Government and should be 
curtailed or administered in such a manner that the equities of capable 
small contractors will be observed. 

I would like to add to that, when I say “curtail,” I mean it should 
be limited to the specific type of weapon where they are useful, not 
expanded without logic or without good reason to areas where that 
type of contracting is not essential to the best interests of the Govern- 
ment, and to the obtaining of the supplies and materials most efficient- 
ly, and the least possible costs. 

2. Some thought should be given to amending the Small Business 
Act to include more specific authority in regard to subcontracts if 
SBA or the procurement agencies are to be held accountable in any 
way for the subcontracting of Government work. 

The problem here is that there is no—what do we call it in law— 
connection between the procuring officer or the SBA and the sub- 
contractor unless it is made specific at the time of the letting of the 
contract, or unless by general regulations or law in some way there is 
some connection. 

3. The Small Business Administration should be afforded an oppor- 
tunity to develop small business sources before there is Government 
approval for a prime contractor to acquire additional facilities at 
Government expense. 

I realize this is a broad recommendation, and it should be developed 
slowly to be certain that there is not any interference with effective 
and eflicient procurement processes. 

4. Necessary legislative changes should be made so that the Armed 
Services Procurement Regulations would apply to subcontracts as 
well as to prime contracts. 

I want to comment further on something the Air Force has done. I 
don’t mean to single out a particular service, because I have seen evi- 
dence of .good work by both the Army and the Navy as well, but the 
Air Force has developed a subcontracting plan which they have, as 
I understand it, put in effect on a trial basis with one company, and 
one of the major airframe contractors, and in this regulation or in this 
plan which they have on a trial basis is embodied practically all the 
recommendations that the Small Business Administration would make 
and it believes are desirable and it believes are necessary to have ade- 
quate protection of subcontractors. 

I have a copy of this which is not confidential. I would introduce 
it for the purposes of the committee so you may study it, if you wish, 
and it would seem to me that after testimony is developed from the 
services about this particular plan and how it is worked with this prime 
contractor, and if the committee hears testimony about this, this type 
of plan would certainly be desirable to extend it and to expand it to 
other major prime contracts, and I would certainly urge that the other 
services follow it very carefully and if it is adaptable for their pur- 
poses, as much of it be adapted and adopted and placed in effect as 
they feel it is possible. 
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Senator Wimu1aMs. We would like to include that in the record at 


this point. 
(The information referred to is as follows :) 
Artz Force PROCUREMENT CIRCULAR DEPARTMENT OF THE AIR ForcE 
No. 31. Washington, 19 December 1958 
Paragraph 
Amendment of AFPI Section LIII, Part 1-----.------_--___-____- 1 


1. Amendment of AFPI Section LIII, Part 1. Pending printed page revision, 
AFPI Section LIII, Part 1, is amended as follows: 


Section LIII 
CON TRACTS—GENERAL 
Part I—Miscellaneous Requirements 


53-101 Make-or-Buy Policy. Guidance for establishing subcontracting in rela- 
tion to in-plant work by Air Force contractors. 

538-101.1 Applicability of Part. This part applies to Air Force procurement 
activities in the placement of supply or service contracts. Exempt from the pro- 
visions of this part are: 

(a) Contracts resulting from formal advertised procurements. 

(b) Fixed price contracts if: The contract is not subject to price redeter- 
mination, the contract does not incorporate incentive provisions, or performance 
of the contract does not require the use of Government-owned facilities. 

(c) Contracts having an estimated dollar value of less than $350,000 unless 
a make-or-buy review of a lower value contract is requested by the AF buyer. 

(d) Research and Development contracts which are for products not intended 
for USAF inventory and which do not require additional government-owned 
facilities. 

53-101.2 Policy. 

(a) The long term interests of the nation are best served by vigorous, con- 
tinuing action to assure competitive distribution of defense production through- 
out private industry, and maximum use of privately-owned industrial facilities, 

(b) To carry out Air Force procurement policy, small business concerns must 
have an equitable opportunity to compete for contracts or subcontracts involving 
items or services they are capable of producing or providing. 

(c) Defense supplies and services must be obtained at the most reasonable 
overall cost. 

(d) Decisions to make components, subassemblies, assemblies, or subsystems 
(hereinafter called items) and to establish related production processes—or to 
buy from outside sources—are fundamental to procurement costs, to successful 
delivery and performance of quality products, and to requirements for Govern- 
ment-owned facilities. 

(e) Subcontracted production, overhaul-and-repair, or modification tasks, 
should not be withdrawn from subcontractors unless the prime contractor pre- 
sents to the Air Force a reasonable basis for believing there will be a benefit to 
the Government in cost savings, quality, delivery, or otherwise. 

53-101.3 Definitions. 

(a) “Make-or-Buy Structure”. A list of items which will be made, bought, 
or deferred for later decision, as determined in accordance with paragraph 
53-101.5(b). 

(b) For the purpose of this Part, the term “item” means components, sub- 
assemblies, assemblies, and subsystems. 

(c) For the purpose of this Part, the term ‘‘work” means production and/or 
testing processes. 

(d) Component. This term may include individual parts, such as turbine 
blades, microwave tubes, or landing gear wheels, but it is not normally intended 
to include standard parts which ordinarily require only routine procurement or 
production decisions. Considerations for a make-or-buy decision generally 
should be limited to those components which, because of their complexity, quan- 
tity, or cost, normally would require management review of the company make- 
or-buy decision. 

53-101.4 Criteria. In addition to the guidance relating to subcontracts which 
is set forth in ASPR 3-808.5 and AFPI 3-808.5, each item or work, as defined 
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in paragraph 53-101.3(b) and (c), will be considered for a make-or-buy decision 


(a) Production of the item or performance of the work will create a require- 
ment, either directly or indirectly, for additional facilities to be furnished by the 
government. 

(b) The contractor proposes to do work in-plant, the nature of which differs 
significantly from his normal in-plant operation. 

(c) The item or work has been subcontracted and the contractor proposes to 
use government-furnished facilities and to withdraw the item or work into his 
own plant. 

(d) The item or work, because of its complexity, quantity, or cost, normally 
would require management review of the company make-or-buy decision. 

(e) A make-or-buy revicw is requested by the Air Force buyer. 

53-101.5 Implementation. 

(a) With the exception of procurements which will culminate in contracts 
exempted by paragraph 53-101.1, all requests for proposal will require the pro- 
spective contractor(s) to include in the proposal : 

(1) A list of all items which meet one or more of the criteria in paragraph 
53-101.4. 

(2) A description by which each item can be readily identified (ordinarily 
name and number of item), a statement of which of the criteria is considered 
applicable ; the prospective contractor’s recommendation to make or buy the item 
or defer the decision ; a complete justification of the recommendation, and names 
of proposed subcontractors when possible. 

(b) The buying activity will make an analysis of the proposed Make-or-Buy list 
with the prospective contractor to determine: 

(1) If any of the items should not be subject to a Make-or-Buy decision. 

(2) Items to be made in the plant, those to be subcontracted, and those on 
which a Make-or-Buy decision should be deferred. 

(c) Make-or-Buy decisions will be made at the earliest practicable time. If 
possible, Make-or-Buy decisions will be made during performance of development 
or pre-production contracts which precede the request for a cost proposal on the 
end item. 

(d) If a follow-on procurement is made, the buying activity and the contractor 
will review the existing Make-or-Buy structure to determine if it should be 
revised. 

(e) The buying activity will include the following clause in the contract: 


“MAINTENANCE OF MAKE-OR-Buy STRUCTURE. 


“It is the desire of the Department of the Air Force that the contract structure 
established during the negotiation of this contract be maintained to the greatest 
practicable extent. 

“The contractor agrees to perform this contract in accordance with the Make- 
or-Buy structure set forth in Exhibit ____, except as hereinafter provided. If the 
contractor desires to change the Make-or-Buy structure set forth in Exhibit ._-- 
with respect to any item or items, or to add to Exhibit ._.__ items deferred at 
the time of negotiation of this contract for later Make-or-Buy decisions, he shall 
notify the ACO in writing of the proposed change or addition as far in advance 
as possible, and shall submit detailed justification in support thereof. After 
consultation with the ACO concerning the proposed change or addition, the con- 
tractor shall notify the ACO in writing of its decision concerning the proposed 
change or addition, and Exhibit ____ shall be deemed to be modified in accordance 
with such notification. The government shall not, however, be obligated to make 
any change in any of the other terms or conditions of this contract which may be 
affected solely by reason of changes in, or additions to, Exhibit _... made by 
the contractor.” 

(f) The cognizant Air Procurement District or Air Force Plant Representative 
Office for each contract will assure compliance by the contractor with the require- 
ment set forth in the clause entitled ‘“Maintenance of Make-or-Buy Structure” and 
will assist the Administrative Contracting Officer in evaluating proposed changes 
in the Make-or-Buy structure. The Administrative Contracting Officer will keep 
the buying activity advised of changes to the Make-or-Buy structure. 

(g) In all considerations relative to a Make-or-Buy structure the buyer or the 
Administrative Contracting Officer will obtain the advice and assistance of repre- 
sentatives of Resources personnel, the field Production office, and Air Force Small 
Business Specialists when applicable, to insure that full consideration is given 
to all available industrial capacity, including small business facilities. 
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(h) If, contrary to the recommendation of the Air Force, the contractor elects 
to alter the approved Make-or-Buy structure so as to increase its in-plant work, 
the Administrative Contracting Officer may, when consistent with contract pro- 
visions, exercise his authority to withhold use of government-owned facilities 
directly or indirectly in support of such work. 

(i) The approval of contractor’s purchasing system by the ACO in accordance 
with AFPI 54-204 shall not be construed as an approval of the Make-or-Buy 
structure as required by this section of the AF PI. 

(j) During the establishment of system programs, certain major subsystems 
of the Weapons System, Support System, or Electronics Support System (AFR 
70-9, Category 1) may be identified as those which will be subcontracted by the 
system contractor. This determination will be established by the ARDC and 
AMC elements participating in the formulation of the system program. Any 
subsequent changes to this initial determination will be made by the appropriate 
ARDC and AMC personnel. Recommendations as to proposed subcontractors for 
each of these “buy” subsystems will be made by the prime contractor and pre- 
sented to the buying organization for review by AMC and ARDC personnel. 

53-101.6 Reports. The reporting requirement of AFPI 53-101 have been 
approved by the Bureau of the Budget in accordance with the Federal Reports 
Act of 1942 and has been assigned BOB No. 21-R161. Approval expires 31 
December 1961. 


By ORDER OF THE SECRETARY OF THE AIR FORCE: 
THOMAS D. WuitE, Chief of Staff. 
OFFICIAL : 
E. W. RAWLINGS, 
General, USAF, Commander, Air Materiel Command. 

Mr. Barnes. You have asked for my comments on S. 500 and its 
possible effects on small business. Do you wish me to go ahead with 
comments on S. 500% 

Senator Wimu1AMs. Would you prefer to have questions on subcon- 
tracting before you get into that ? 

Mr. Barnes. It would probably be more logical. 

Senator Wit1ams. Senator Scott has been here for most of Mr. 
Barnes’ testimony and had to leave for another committee meeting. 
Senators Saltonstall and Javits are otherwise occupied. They wanted 
to be here but have other committee engagements, although Senator 
Saltonstall is represented by his legislative assistant, Mr. Martin, and 
Senator Javits by Mr. Millenson. 

Senator Coorrr. May I ask one question 

Senator Wint1aMs. Yes, Senator Cooper. 

Senator Cooper. I must say this is my first meeting of this commit- 
tee and I am not familiar with all these programs, but this is a volun- 
tary program; that is true, is it not ? 

Mr. Barnes. Yes, sir. 

Senator Coorrr. In what field or at what point can the Small Bus- 
iness Administration do anything which would actually correct any 
of these points that you have mentioned as weaknesses in the system, 
other than by persuasion? Is there any point at which you have any 
authority at all? 

Mr. Barnes. At present, other than our general mission to protect 
the interests of small business such as we can, we have no direct author- 
ity with subcontracting. We may discuss and negotiate with the pro- 
curing services, and may use such persuasive methods as are open in 
a voluntary program in dealing with prime contractors, and many of 
the prime contractors have been very friendly and have asked for sug- 
gestions. 

I have myself gone to some of the prime contractors’ plants where I 
know officials and know people, and have talked with their buying 
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officers about their problems, but we have no direct authority to impose 
any kind of a program on the contractor of another procuring agency 
with regard to its subcontracts. 

Howey ver, such programs can be imposed by contract change, by 
clauses in contracts, and the procurement regulations can make it es- 
sential that a prime contractor for the Government follow a certain 
type of activity, and the question is the extent to which the Small 
Business Administration should work with the primes of the procuring 
agency or should the procuring agencies, themselves, develop this kind 
of program. 

There is privity—that was the word I was searching for awhile 
ago—between the procurement agency and its contractors. So the 
arrangements should be made at that point rather than to go beyond 
and go directly to the subcontractors. 

Naturally, we are brought into it because a subcontractor that has 

a bitter experience frequently will come to us to complain, and the pro- 
curing agencies have been willing to try to work out individual prob- 
lems as best we can. 

Senator Coorer. It is evident that it is a very difficult line to 
draw 

Mr. Barnes. Yes, sir. 

Senator Cooper (continuing). To the extent that Government would 
interfere with private arrangements, and second, the decision as to 
whether a subcontract was actually in the interest of efficient produc- 
tion or not. But it seems to me you have suggested two areas in which 
there could be Government action. I believe it is, rather than an in- 
dictment, a criticism of a procurement agency. One, they will stand 
by and see facilities built by a prime contractor when other facilities 
exist, even though the new facilities may be financed by the Govern- 
ment; isn’t that correct ¢ 

Mr. Barnes. We have had complaints about this in the past, but as I 
indicated, we did not find any evidence of that with the nine major 
primes that. we did check. 

Senator Cooper. But you suggest that that has happened. 

Mr. Barnes. Yes, sir. I cer rtainly didn’t mean any testimony to be 
an indictment of the military services on this ground in any way. 

We developed this subcontracting program, recognizing at the time 
we didn’t have any information about the amount or the volume or 
anything else, and it is hazardous to try to recommend a program to 
Congress, or develop a program yourself, if you don’t have the facts. 

This subcontracting program was to dev elop the statistics and the 
facts as to the amount of subcontracting being done, how it was per- 
formed, that sort of thing. 

My view is that now is the time to take a look at the facts and see 
what kind of a program should be adopted, and I don’t think that 
there has been any lack of activity on the part of the Department of 
Defense or the services. They have been gathering information and 
we are now at a place where I think something possibly should be 
done about it. 

Senator Coorer. I don’t want to take all the time, but I do want to 
pinpoint this one thing: 

If the Government finances the extension of plants, and there is a 


duplication, then you do make the point that there is the authority of 
40407—59—_—2 
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the Government, and should be the authority of the Government, not 
to permit or not to pay for an expansion of facilities when it is not 
needed. 

Mr. Barnes. Yes, sir. 

Senator Coorrr. That is one point. 

Mr. Barnes. Yes, sir, I make that one point. 

Senator Coorer. The burden should be on the procurement agency 
to permit that to be done, provide additional facilities to be financed 
by the Government; isn’t that correct ? 

Mr. Barnes. Yes, sir. If there is available manufacturing ca- 
pacity among small firms within an economic area, and their tech- 
nical ability is sufficient to do the work, I can see no reason for the 
Government to finance an expansion in a prime’s plant to duplicate 
those services, and in several instances where this was called to our 
attention we protested as vigorously as we could. 

An example of this that I can give, it is not a new one but it hap- 
pened 3 or 4 years ago, but it was in a plant in Southern California. 
There was a metal finishing and anodizing plant of a small firm. 
They specialized in this particular work, and from my own knowl- 
edge since then, their technical ability equals that of any prime con- 
tractor or any firm in the country, and approximately 50 percent of 
their manufacturing capacity was available, and a prime contractor 
within a mile or so of their plant requested an addition to his facili- 
ties which would have enabled him to put in an anodizing and metal 
finishing plant, and his burden, his overhead was substantially 
higher than that of the small firm. 

In this particular case we protested very vigorously and, as I 
recall, even the procuring service agreed, and we were able to stop 
this particular duplication. We have had other complaints about it. 
However, we don’t have much power. The actual power resides in 
the contracting officer that approves the addition to the facilities. 

Senator Coorrr. If the subcontractor could efficiently carry out the 
contract, then this kind of thing you are talking about does lay an 
extra cost upon the Government. 

Mr. Barnezs. Yes, sir. 

Senator Coorrer. One other thing and I will finish, Mr. Chairman. 

I may be anticipating your statement, but I notice in your exhibit 
A you point out that the armed services procurement regulations 
require that the contractor accomplish the maximum amount of 
subcontracting. 

In your experience, do the armed services actually do anything 
to follow up to see that that is done? 

Mr. Barnes. Yes, sir. This is done where the procuring officer has 
a real interest and follows it up. I don’t believe it is a general regu- 
lation that covers it, or that anything more is done then to collect 
statistics at this point by an actual plan or by regulations. But I 
have known officers in uniform who took sufficient interest to obtain 
an agreement from a prime contractor at the time negotiations were 
underway, and then continually followed up to see that the prime con- 
tractor lived up to whatever agreement he had made which was not 
spelled out in the contract. 

That is about all, I think, that an officer can do unless the regula- 
tions are changed or unless a more specific subcontracting program 
is adopted. 
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The Defense Department has not as yet commented on these recom- 
mendations that I made to them. I assume they will in their testi- 
mony, and, naturally, these were suggestions that have to be nego- 
tiated and they may have some particular problems about them. 

But the reason that I brought out or pointed out this plan the Air 
Force has used with this one prime contractor was that this may— 
if we did not state our recommendations correctly or if they do have 
problems, in that plan I think are most of the elements of a successful 
subcontracting program. 

Senator Wiiu1aMs. Could I ask a question ? 

Mr. Barnes. Yes, sir. 

Senator Wiu1ams. The Air Force plan you referred to, is that a 

lan that was written into a specific contract with a prime contractor ? 

Mr. Barnes. Yes, sir. 

Senator Wiiu1aMs. It is not a matter of general applicability in 
the Air Force? 

Mr. Barnes. It has only been tried with but one prime contractor. 

Senator WixiiAMs. I see. 

Senator Cooper. 

Senator Coorrer. Then, to the extent that the procurement agency 
did not follow up, which was reflected in additional cost to the Gov- 
ernment, there is certainly a public interest in that failure and de- 
ficiency of a procurement agency. 

Mr. Barnes. Yes; I would have to say yes, to the extent there is 
duplication in a prime contractor’s plant of manufacturing capa- 
bility where there are capable subcontractors; there is a waste and 
excess costs. 

I don’t know any place that those figures could be collected, and it 
is just a matter of receiving a complaint of the subcontractor and 
seeing what was involved in the particular situation. 

Senator Coorrr. That is all I have. 

Mr. Barnes. I don’t mean to say this is a general practice, but 
there are instances where it has happened, and it is a thing that 
should be guarded against. 

Senator Wiii1aMs. Does this same problem arise in research and 
development as well as in manufacturing ? 

Mr. Barnes. Well, I would have to express merely an opinion 
rather than a fact. I think it does, because a company that gets a 
research and development contract and doesn’t have the full technical 
personnel to do the work is likely to try to get them from other 
companies or from smaller contractors. It may not be the cost factor 
that there is in connection with a facility or with machinery and 
equipment, and things of that nature, but there is a raiding of Ph. D.’s 
in another man’s plant. 

I have had contractors tell me that “I bought the company just 
to get their Ph. D.’s,” so I think my answer is accurate to say it is 
the same sort of thing, but it probably is not any particular cost 
involved. 

Senator Wiu1ams. Mr. McInarnay. 

Mr. McInarnay. Mr. Martin, the legislative assistant to Senator 
Saltonstall, has suggested the following questions be asked : 

Could you suggest specific ways of curtailing the weapons-system 
type of procurement ? 
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Mr. Barnes. Well, I think we have done that in the past by sug- 
gesting that it be limited only to—just a minute, may I confer? 

In my testimony before this committee last year I suggested that it 
be limited to certain specified types of items that are on a particular 
list, Defense Department list, and, in general, this list is composed 
of large weapons that require an entire integrated system of ground 
equipment, handling equipment, manuals, everything to go with the 
particular system, and I think this committee would find it in my 
testimony last year, and we would be glad to furnish it to you. 

Mr. McInarnay. Would you say the weapons system has a more 
logical place in the research and development portion ? 

Mr. Barnes. Well, the weapons-system concept has a variety of 
meanings to a variety of different people. The first thing is it should 
be defined itself and its application then limited to its definition. 

Now I don’t know that I am the one to give you the right definition ; 
I don’t think Iam. But as I understood it when it started it was to 
be limited only to research and development and to the point where 
it was ready for production. It has been expanded, however, to 
cover the entire production of the particular weapon, and the problem 
is that, where it is used the Government itself abdicates the lodiain 
as to the making of components, and formerly that equipment under 
other types of contracting which was Government-furnished equip- 
ment bought directly from other contractors is not Government- 
furnished equipment. 

Now we have seen evidences of the fact that the weapens systems 
have been extended to areas that were not as a part of the original 
concept of the type of contracting system, and if it tended to reduce 
and does actually reduce the number of Government employees and 
effect savings of the Government and provide more efficient contract- 
ing, it should not be criticized, and I know capable, intelligent, well- 
qualified people believe it is proper to apply it to certain types of 
weapons and the type of equipment that the Government is procuring 
under at present. 

I merely make the point that it should be restricted only to those 
types and should not be expanded without a definite reason. 

Mr. McInarnay. Do you think that military procurement in some 
cases today could be more in the interest of the Government if it were 
accomplished under the Government-furnished-equipment method 
rather than weapons systems ¢ 

Mr. Barnes. Well, I hesitate to make any broad generalization be- 
cause it requires a specific technical knowledge of the particular thing 
that, or article that, you are talking about. 

But, for instance in missiles and rockets, there are certain of their 
components now that are shaking down and becoming almost standard 
equipment, and there is an assembly sort of job in putting them 
together. When it passes beyond the complete new developmental 
stage then it is more efficient to buy it directly. You eliminate an 
additional series of profits. 

Mr. McInarnay. You would be in favor, then, as these things be- 
come standardized, of an acceleration in breaking them out to either 
competition or to sources other than weapons-system contracts ¢ 

Mr. Barnes. Well, in general I would have to say “Yes.” But this 
is a decision that must be made by the service, itself, and by the group 
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that is directly responsible for the procurement, because it is a tech- 
nical decision. 

Mr. McInarnay. Do you think this is being accomplished as well 
as it should be? 

Mr. Barnes. I can only express a personal opinion on this, and I 
don’t necessarily think that it is, because 1 think that the tendency 
to—the contractors, the major contractors to want the weapons sys- 
tems and to get them, to try to—perhaps the services, themselves, to 
keep certain weapons in that type of contract. It is merely an opinion, 
and I don’t have any positive facts to base it on, however. 

Mr. McInarnay. I have another question from Mr. Martin: 

Could you specify situations when the weapons systems have not 
been used and it has turned out to be in the Government’s interest ¢ 

Mr. Barnes. I couldn’t give you offhand experiences—I mean, off- 
hand examples. 

Mr. McInarnay. I understand that you testified earlier that there 
have been situations when the weapons system has been used contrary 
to the Government’s interest. 

Is that correct, Mr. Martin ? 

Mr. Martin. That was the testimony as I heard it, yes, and I won- 
der if Mr. Barnes could specify either now or for the record such 
instances. 

Mr. McInarnay. Do you have that portion of the testimony before 

ou? 
; Mr. Martin. It was in response to a question or in elaboration of 
his prepared statement. 
r. Barnes. I am not prepared to give a specific instance of that 
type. 
ide. McInarnay. If it is possible to dig out some examples later, 
you might submit it. 

Mr. Barnes. I will cite you one without complete assurance that 
my memory is accurate. 

There is a little concern out in Wichita, Kans., that makes handling 
equipment, these trailers to haul these large ballistic missiles, and 
this company is a small company by our definition, by every standard, 
and it has done an exceptionally fine job in both designing and pro- 
ducing these types of trailer equipment, in that it is possible to lower 
the missile and turn it so they can get under bridges, and things of 
that nature. 

My recollection is that the trailers produced by this company have 
always been part, so far as I know, of a weapons system, and yet the 
techniques they have used in developing these trailers have produced 
a superior piece of equipment to any that I know of produced by 
these larger concerns. They are also at the mercy of the prime con- 
tractor in the weapons system. 

Mr. McInarnay. It is a big enough contract to be let and admin- 
istered as a unit? 

Mr. Barnes. Well, each of the missiles has to have handling de- 
vices, and they are let to different contractors by different primes or 
built themselves. 

Mr. McInarnay. Would you say generally that it might be true 
that the ground handling equipment, ground support equipment for 
missiles and planes, and so forth—consideration may well be given 
to break these out from the weapons systems ? 
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Mr. Barnes. I wouldn’t want to generalize on that. I think you 
have another witness who is going to testify this morning whom I 
know about his company, know some exceptional work they have 
done in their particular field, and work they have done when no 
major prime could have undertaken their work, and I think perhaps 
his testimony, which will be knowledgeable or accurate as to some 
of those problems. 

Mr. McInarnay. With reference to the study that SBA made last 
year surveying the nine companies—— 

Mr. Barnes. Yes. 

Mr. McInarnay. Mr. Martin requests that we ask whether the 
names of these companies are available and the information that you 

ot. 

Senator Wiiu1aMs. Is this in connection with the record ? 

Mr. Barnes. We furnished the committee a complete copy ; the staff 
has it. 

Senator WixuiaMs. Is that in connection with the two directories? 

Mr. Barnes. No, sir, this was a specific survey of the subcontracting 
program of the Department of Defense, which has been in effect about 
2 or 214 years. It was a survey of that program which was made 
by us after consultation with the Department of Defense, and at 
their request and invitation. And we furnished a copy of our findings 
tothe committee and to the Department of Defense, and there has been 
correspondence on it. 

Mr. McIwnarnay. It was my understanding, Mr. Barnes, that we 
had only the findings and the recommendations, but I understand that 
we do have this and we will furnish it to Mr. Martin. 

On page 6 of your testimony, you refer to your 40,000 facilities 
inventories that are scattered throughout your regional offices. 

I would just like to know in general how much use has been made 
of this compilation by the procuring agencies. 

Mr. Barnes. By the procuring agencies themselves, or by—I testi- 
fied that the primes occasionally use them, and the procuring agencies 
use them. I don’t know if we have any particular statistics on it, but 
we get requests to furnish a list of certain types of contractors and we 
get them from this list. And we have for a number of years followed 
the policy of having this information available. Of course, we also 
use it as a part of the emergency mobilization programs and the com- 
panies that list their names, they do so voluntarily, and they list their 
names and their facilities and their manufacturing capacities. 

To a certain extent in some areas we will make referrals when we 
learn of Government contracts that are coming up for bidding; or, if 
we learn of a prime contractor that has acquired a major contract that 
is going to be looking for subcontractors, we furnish that information 
to the firms on the list that have requested that they receive that 
information. 

We have had numerous instances of major companies asking us for 
information about possible suppliers. I recall one major contractor 
that asked us for a thing like this, they would like to know the names 
of six electronics manufacturers, small electronics manufacturers that 
had good capability, technical capability, that were located between 
Richmond and Philadelphia, and we were able to do that in less than 
2 hours. We have constant calls for this, for information on these 
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lists. It is not generally used by the procurement services, each of 
which has one type or another of a list, themselves. 

Mr. McINnarnay. In your recommendation No. 4, on page 8, you 
say that “Necessary legislative changes should be made * * *.” I 
just wonder if you might be a little more specific on the type of 
approach that should be taken in changing the law. 

Mr. Barnes. I am not prepared to give you specific language or 
even specific acts that are involved, but it would be my thought if it is 
found after these hearings and after testimony as introduced by the 
services, that such a program as, for instance, the Air Force has tried, 
is workable and can be expanded, and if any legislative authorization 
is needed to make that a part of regulations to make it applicable on 
a wide basis to the other services, that this would be, in my opinion, 
desirable. 

Now, the extent to which the various Armed Service Procurement 
Acts, the SBA Act, would have to be changed, I think I would rather 
undertake that as a legal study. 

Mr. McInarnay. I don’t want to belabor this point, but I would 
like to ask you about a couple of specific ideas you spoke of. 

Mr. Barnes. All right, sir. 

Mr. McInarnay. You spoke of the “make or buy” decision. Do 
you think that one approach might well be to put into the law a 
provision that, during the negotiating process or prior to the award 
of the contract, the prime contractor should come up with a firm 
“make or buy” structure, and that this structure should not be changed 
without good cause and without approval from the military ? 

Mr. Barnes. That is the approach that the Air Force circular itself 
takes. However, my understanding is that in fixed-price contracts 
this is usually done at present, a contractor that is bidding on a fixed 
price has usually already determined this before he bids; otherwise 
it would be a hazardous bid. He knows in general the range in which 
he is going to be able to purchase his components. He knows what 
he is going to make; also, he has had his time studies and estimaters 
working, and so he has made this. 

So, it is like in the other areas of contracting, the cost-plus types 
and the other types, that such a plan can be applied. 

It is not an easy task even here, because you don’t want to impose 
a fixed amount of subcontracting by percentage, because it may de- 
velop during the course of the contract that it is necessary to do certain 
work, for the prime contractor to supplement the work of certain 
subcontractors, and it is desirable sometimes to have more than one 
source. ‘There are other decisions that must be made. 

But, where it has been effective, that I know of, there have been 
several examples that I know of major prime contractors where the 
high ranking procurement officer has on his own initiative said, “I 
know that you are only capable of doing so much work in your plant 
on this contract, and I want the assurance from you that you are going 
to subcontract this work,” and they have a good understanding before 
the contract is actually let. 

Of course, this may be cumbersome. I don’t want to make any 
blind recommendation that the procurement services themselves can’t 
follow. However, I do know that some of them actually do it, and 
they have told me about it, and told me it has worked. 
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I think that the committee should hear testimony from them before 
any specific recommendation is made by me as the only way to do 
it, or things of that nature. t 

Mr. McInarnay. That is all I have, Mr. Chairman. 

Senator Wiiiiams. All right. We can proceed now to the testi- 
mony, Mr. Barnes, dealing with S. 500. 

Mr. Barnes. You have asked for my comments on 8. 500 and its 
possible effects on a small business. I am happy to state my views but 
I should like to make it clear that in so doing I am speaking personally 
and not for the administration. I understand that the Bureau of 
the Budget has advised or will advise this committee that the com- 
ments of all the interested agencies have not yet been submitted to 
the Bureau. The position of the administration on this legislation 
has not yet been formulated. 

5. 500 was designed to reduce leadtime in weapons development 
and to eliminate needless redtape in placing or administering Govern- 
ment contracts. These are, of course, worthy objectives. However, 
I believe that S. 500 cannot achieve these results without serious 
risk of compromising the fundamental national policy favoring free 
and open competition. This is a policy which Congress has declared 
to be basic, not only to the economic well-being but also to the security 
of this Nation. I am afraid that enactment of S. 500 in its present 
form will encourage the use of procurement practices that in the past 
have seriously limited small business participation in the defense 
effort. 

S. 500 is a very technical bill. For the purposes of this discussion 
I would like to avoid the technicalities and confine my remarks 
to three basic principles embodied in the legislation. I will be happy 
to furnish in writing any technical analysis of the bill that this com- 
mittee requires. 

The first aspect of S. 500 that causes us concern is that it encourages 
the negotiation of contracts in lieu of advertising. 

Under present military procurement law the principle is established 
that contracts will be let through free and open competition under 
advertising procedures. Nevertheless, some 17 exceptions to the re- 
quirement of advertising are provided and under these exceptions the 
negotiation of contracts is authorized. At this time we find that less 
than 15 percent of the procurement dollar is let through advertising; 
but of this 15 percent small business has managed to obtain 57.6 per- 
cent, more than half of these procurement dollars. ‘The remaining 
85 percent of the procurement dollar is placed through the negotiation 
process under the exceptions presently provided in the procurement 
law. Here we find that the small business share is 10.3 percent. 

I think it is important here to observe that negotiations as presently 
practiced under the procurement law is not negotiation without com- 
petition. The armed services procurement regulations clearly require 
that. competition be secured in negotiation, if this is possible. 'To this 
extent the concept of “competitive negotiation” presently is embodied 
in current procurement practices. 

S. 500 would perpetuate the authority to negotiate now contained 
in the military procurement laws. But, in addition, it introduces 
a new concept called competitive negotiation which is placed on a 
par with advertising. “Competitive negotiation” is not described or 
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defined except that it involves seeking proposals from at least two 
bidders. Thus, it would appear, at least in the statutory sense, to be 
something less than the competitive negotiation required under 
ASPR, that is, the armed services procurement regulations. This 
amendment from the small business point of view has a number of 
potential dangers. ; 

I might point out and interpolate by saying that the requirement 
there be at least two bidders is less stringent than we use in our set- 
aside program. We ordinarily do not ask for a set-aside unless we are 
aware of at least three small-business bidders that can bid on the 
work that we initiate in the set-aside program. 

First, it suggests that the number of contracts placed through ad- 
vertising may and should be reduced. Next, because it speaks of 
“eompetitive negotiation” on a par with or in lieu of advertising, it 
suggests that negotiation under the 17 exceptions no longer need be 
competitive. Thus, if the present ratio between negotiation and 
other methods are perpetuated, approximately 85 percent of procure- 
ment could be let through negotiation procedures that do not. involve 
any competition. 

I recognize that, if S. 500 were enacted in its present form, it is 
extremely unlikely that the implementing regulations would authorize 
the letting of a large number of contracts through negotiation without 
competition. However, I cannot see how enactment of this portion 
of S. 500 can lead to anything other than a further reduction of the 
use of advertising and a further reduction of small-business partici- 
pation in the military procurement program. Moreover, adoption 
of this proposal will not, in my view, significantly expedite the pro- 
curement process. The present justifications and determinations re- 
quired to be made prior to negotiation under the present proceurement 
laws are not Sieieieeuak I think that the fact that 85 percent of 
all military procurement presently is negotiated clearly illustrates 
this. Moreover, insofar as the 17 exceptions are concerned, under 
S. 500, the justifications presently required would still be required. 

The next principle embodied in S. 500 which causes me concern is 
the unrestricted encouragement of the use of “operational systems.” 
Operational systems, as I understand them, are something akin to the 
weapons system presently authorized to be used, and used in military 
procurement. 

I recognize the need for the weapons system method of procurement, 
but this need is limited. The justification for the use of a weapons 
system clearly reveals that this need is largely dissipated once the 
weapons design and characteristics are reasonably stabilized; that 
is to say, when the design is frozen and the procurement passes from 
the developmental to the production stage. Unfortunately, section 
7 of S. 500 does not appear to make this distinction nor is the use of 
the operational system limited in this respect. 

Our experience has indicated that the smaller firms are not utilized 
as subcontractors in the weapons system to any degree approaching 
their full potential. As I have already indicated, this is because 

rime contractors are, in their own discretion, permitted to make 
instead of buy parts and components or when they do buy they are 
permitted to determine, again within their discretion, with whom they 
will subcontract. 
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S. 500 endeavors to insure that small-business concerns will partici- 
pate as subcontractors in weapons-system procurements. uch a 
statutory provision is most desirable. We are not certain, however, 
that this section is sufficiently comprehensive fully to protect small 
concerns and to prevent undercutting of the Government’s small- 
business programs. To avoid confusion or doubt, it is essential that 
any legislation endorsing the use of the operational system should 
spell out in detail the obligations of the prime contractor, where appro- 
priate, to buy instead of make parts and components and to afford 
small concerns an open opportunity to compete for subcontracts. The 
manner in which the Small Business Administration and other Gov- 
ernment agencies can enforce the prime contractor’s obligation to uti- 
lize small-business procurement procedures must be indicated. 

It is obvious that small businesses normally cannot be prime con- 
tractors for a weapons system. Extension of the weapons-system 
method of procurement, therefore, would tend to preclude small-busi- 
ness participation in military procurement at the prime contract level. 
We do not buliond that this is desirable; we do not believe that it can 
be entirely compensated for by subcontracting programs; and we do 
not believe that it is in the interest of the Government to extend the 
use of the weapons system beyond the developmental stages, or, I 
would add at that point, such systems or such weapons or articles 
a$ cannot with the same amount of efficiency be produced otherwise. 

As a further objection to S. 500 we are of the opinion that, unless 
the legislation contains specific language to the contrary, the bill can 
be and will be construed as an expression of congressional intent to 
curtail or eliminate as redtape present small-business programs. Let 
me give you one example. 

Under present law, procurement contracts may be set aside for 
smal] business when the Small Business Administration and officials 
of the procurement agency agree that this shall be done. It has been 
suggested that this is a cumbersome procedure. S. 500 authorizes 
small business set-asides by unilateral action of the procuring agency. 
Now, this provision in itself is not objectionable as a supplement to 
the joint determination procedure, but, if it is used as a basis to restrict 
the use of this procedure authorized under the Small Business Act, 
the result may be that with the exclusion of SBA from this program 
the amount of contracts set aside for exclusive award to smal] business 
will be decreased. Up to this time, because of the efforts of SBA, the 
program has been an expanding one. For example, in 1955, $386,610,- 
589 was earmarked for small business. In 1958, this amount was in- 
creased to $1,062,454,000. 

One of the aims of the Small Business Act was to grant the Small 
Business Administration authority to establish and operate programs 
to insure greater small-business participation in the defense program. 
It was intended that the activities of SBA would be a stimulant to 
such programs. In this connection certain congressional committees 
expressed extreme dissatisfaction with the small-business share of 
the procurement dollar. There have been no events since the enact- 
ment of this legislation which lead us to believe that our participation 
in procurement programs is no longer necessary. 

t is possible to suggest amendments to S. 500 which would alleviate 
or eliminate some of the objectional features of this proposal. We 
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are not doing so at this time, however, because the fundamental na- 
ture of this agency’s objections suggests, in our view at least, that 
the necessity for and the aims of this legislation should be reviewed 


and clarified. 
ments if requested. 

This concludes my testimony. 
be glad to answer them. 


We will be pleased to submit such proposed amend- 


If you have any questions I will 


Senator WituiaMs. Thank you, Mr. Barnes. 

Mr. McInarnay. Mr. Martin of Senator Saltonstall’s office has 
asked whether yon can state, or furnish for the record in detail, the 
differences in competitive negotiations provided in armed services 
procurement regulations, as compared with the S. 500 provision. 

Mr. Barnes. I would have to furnish it for the record. If you 
ask me to do that, I will be glad to do so. 


(The information referred to 
follows :) 


was subsequently furnished, and 


DIFFERENCES IN REQUIREMENTS FOR COMPETITION IN PROCUREMENTS NEGOTIATED 
UNDER PRESENT MILITARY REGULATIONS FROM THE REQUIREMENTS FOR COM- 


PETITIVE NEGOTIATION PROVIDED BY S. 


MILITARY REGULATIONS 


The Armed Services Procurement 
Regulation (ASPR) emphasizes the 
need for free and full competition. The 
requirement for full and free competi- 
tion is subject only to the limitation 
that it be consistent with the procure- 
ment of required supplies and services 
in accordance with military policies so 
that the procurement will be made to 
the best advantage to the Government, 
price and other factors considered. 

Thus, ASPR, Section 1-301, provides 
in part, “It shall be the objective to use 
that method of procurement which will 
be most advantageous to the Govern- 
ment—price, quality, and other factors 
considered. Such procurement shall be 
made on a competitive basis, whether 
by formal advertising or by negotiation, 
to the maximum practicable extent, in 
accordance with the policies and pro- 
cedures set forth in this Regulation.” 
[Italic added. ] 

ASPR section 3-101 provides, “When- 
ever supplies or services are to be pro- 
eured by negotiation, price quotations 
* * * and other vital matters deemed 
necessary by the Contracting Officer, 
shall be solicited from all such qualified 
sources of supplies or services as are 
deemed necessary by the Contracting 
Officer to assure full and free compe- 
tition consistent with the procurement 
of the required supplies or services, in 
accordance with the basic policies set 
forth in part 3 of section I, to the end 
that the procurement will be made to the 
best advantage of the Government, 
price and other factors considered.” 
[Italic added. ] 


500 


8. 500 


The provisions of S. 500 relative to 
competitive negotiation do not provide 
for “full and free competition.” Sec- 
tion 3 requires such procurements to be 
made so as to effectuate the policy de- 
clared in the proposed section 2301(b) 
(section 2 of 8. 500). This policy re- 
quires only such procurement “as is 
consistent with the needs of the agency, 
the character of the products or serv- 
ices being procured, and the commer- 
cial or industrial environment of such 
products or services.” [Italie added.] 

Competitive negotiation is defined in 
section 4(d) of S. 500. The only posi- 
tive criteria in the section is solicita- 
tion of proposals from two or more 
sources. 

While section 4(a) of S. 500, in speci- 
fying the criteria for advertising, re- 
quires specifications and invitations to 
permit “such full and free competition 
as is consistent with the procurement 
of the property and services * * *,” 
section 4(d) which specifies the criteria 
for competitive negotiation omits the 
words “full and free competition.” The 
difference in the two sections, properly 
interpreted, reflects an intent that the 
specifications and requests for proposals 
in competitive negotiation need not 
permit full and free competition. 








24 


SMALL BUSINESS IN DEFENSE SUBCONTRACTING 


MILITARY REGULATIONS—continued 8. 500—continued 


Section 1-301 of the Army Procure- 
ment Procedure, which for the Army, 
implements section 1-301 of ASPR, 
provides in part: 

“* * * In the placing of contracts 
during a period of national emergency, 
it is essential that contracts be spread 
across industry as widely as possible. 
*** All procuring activities and 
agencies will give particular attention 
to the following factors in effecting 
procurement: 

*s* * 


(5) The utilization in negotiation of 
competition and multiple awards, when- 
ever possible. 

Section 3-101 of the Army Procure- 
ment Procedure which implements sec- 
tion 3-101 of ASPR, provides in part, 
“The fact that a procurement is to be 
negotiated does not relax the require- 
ments for competition. When supplies 
or services are to be procured by nego- 
tiation and when consistent with the 
accomplishment of procurement objec- 
tives, quotations or proposals shall be 
solicited from all such qualified sources 
of (as defined in ASPR and APP 
1-201.9) supplies or services as are 
deemed necessary to insure effective 
competition and to insure that the pro- 
curement is made to the best advantage 
of the Government, price and other fac- 
tors considered, in accordance with the 
basic policies set forth in part 3, section 
I, ASPR and APP. 


Mr. McInarnay. It is a little bit off the subject, Mr. Barnes, but 
has your agency experienced any difficulties with the certificate-of- 
competency procedure lately ¢ 

Mr. Barnes. No. We are still having a fairly large number of 
requests, and I don’t know of any specific troubles that we are having. 

Mr. McInarnay. I have specific reference to the fact that this goes 
only to capacity and credit. 

Mr. Barnes. Mr. Hipkins is my deputy for Procurement and Tech- 
nical Assistance. May he answer the question, since he is familiar 
with the particular case that I think you have in mind and I am not! 

Mr. Hurxins. There have been instances where they have been 
turned down because of—for reasons other than capacity and credit, 
as you just mentioned ; yes. 

Mr. McInarnay. Has there been some difficulty with the word 
“capacity”? I am speaking specifically of the Comptroller General’s 
decisions on the subject. 

Mr. Hrirxrns. There has been some difficulty with respect to the 
definition of “capacity” and how far it goes; yes. 

Mr. McInarnay. Has some of this been a difference of opinion as 
to whether, for example, past performance might be—— 

Mr. Hirxtins. That is correct ; yes. 

Mr. McInarnay (continuing). Outside of the scope of capacity? 
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Mr. Hiextins. That is correct; yes. 

Mr. McInarnay. On the basis of these differences of opinion, would 
it be your opinion that consideration should be given to a change in 
the law with reference to the COC procedure ? 

Mr. Hiextins. I think any consideration should be given that is 
necessary to make them effective; yes. 

Mr. McInarnay. I don’t suppose you would want to go into any 
specifics on that, would you ? 

Mr. Hiexins. We can prepare a recommendation that would cover 
it, although I think you have already prepared one. 

Mr. McInarnay. Asa matter of fact, we have. We would, I think, 
for the record, like to have a specific recommendation on that. 

Mr. Hrexins. We will be glad to give it to you. 

(The information referred to was subsequently furnished, and 
follows :) 

It is difficult, of course, to establish the clear-cut line of demarcation between 
the capacity and the lack of capacity to perform a proposed contract by using 
past performance as one of the factors. There are numerous factors separately 
or collectively affecting the performance of a specific contract, which would in 
no way inrpair the capacity to perform another contract involving the same prod- 
uct. Likewise, those factors involving direct productive capabilities which 
impair the performance of the specific contract, may have no bearing whatsoever 
with respect to the capacity to perform a contract to produce a totally different 
product, but one within the range of “capacity” of the prospective contractor. 

In view of the problems experienced by SBA in this respect, a definition of 
capacity such as the following might be added to section (b)(7) of the Small 
Business Act : 

“Capacity means that the prospective contractor is able to comply with the 
required or proposed delivery or performance schedule, and has the necessary 
organization, experience, operational controls, technical skills, and production, 
and construction and the technical equipment and facilities, or the ability to 
obtain them.” 

Mr. Barnes. Mr. Donald A. Hipkins, Deputy Administrator of the 
Small Business Administration, is charged with procurement and 
technical assistance. 

Mr. McInarnay. Mr. Martin has requested that we ask what modi- 
fication of the weapons-system contract you recommend when research- 
and-development phases have been completed under the contract. 

Mr. Barnes. I am hesitant to give an off-the-cuff recommendation. 
It should be in the area, I would think, of ascertaining whether in the 

? 9 
full production run it is in the Government’s best interest to have the 
production work all performed under a single prime contractor who 
has a weapons-system contract. 

I would like to be permitted to enlarge on that answer at a later 

> 
date, if you so desire. 

Mr. McInarnay. In light of what you have said, will you furnish 
for the record this information? Do you contemplate when you reach 
the production stage that there should be a decentralization of the 
management aspect, or merely of production ? 

Mr. Barnes. It probably would be just production, since up until 
this point it is only a custom job that is involved, a very small run of 
items. 

We have held no negotiations or discussions with the Defense De- 
partment about this, and I would certainly want to be aware of what 
their problems are before I made any specific recommendations, be- 
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cause this is an area that should be handled intelligently, and I don’t 
want my off-the-cuff remarks to be taken as final. 
(The following information was subsequently submitted :) 


There have been various definitions of the weapons system. Some of these 
definitions appear so broad that they may be said to encompass the bulk of 
military procurement. The weapons systems concept, as I understand it, is a 
method of procuring certain complex military weapons, such as airplanes, tanks, 
and guided missiles through one contractor who is given the sole reponsibility 
for furnishing to the Government the finished completed weapon. 

It is recognized, of course, inherent in the use of the weapons system method 
of procurement are certain features which may operate to the detriment of small 
manufacturers. For example, Congress has passed laws to insure that small 
business receive a fair share of the military procurement dollar. Regulations 
and programs have been adopted to effectuate this congressional policy. Wx- 
amples are the small business set-aside program, the certificate of competency 
program, the existing Department of Defense small business programs and regu- 
lations, and the free and open competition brought about by the basic require 
ment of the procurement laws that contracts be let through advertising. 

Not all of these regulations and programs are imposed on prime contractors 
in dealing with their subcontractors. Thus, it may be said that the weapons 
system method of procurement can be utilized to avoid not only the effect of 
these laws, regulations, and programs, but also the responsibility for carrying 
out the small business programs established by Congress. 

The need for the weapons system method of procurement must be admitted 
for some types of items. The Small Business Administration recognizes that 
small concerns may not be able to manufacture a tank, plane, or guided missile. 
It also recognizes that military procurement necessitates the limited use of the 
weapons system method of procurement. However, the use of weapons system 
should be very closely related to the necessity for its use. It is suggested, there- 
fore, because of the difficulties inherent in a broad use of the weapons system, 
that its use should be limited to those certain large and complex items such as 
the Office of Defense Mobilization preferential planning list which cannot be 
produced by small business. 


Mr. McInarnay. I have one other question, back to the COC pro- 
vision of the Small Business Act. In light of what you have said, 
if you would like to include it in your statement later, you may. Do 
you feel that the COC procedure should be conclusive in all respects— 
that the certificate of competency, when applicable, should be con- 
clusive in all respects ? 

Mr. Barnes. Well, Mr. Hipkins says he thinks it should be, and I 
am willing to—I think the present system has not been—that there 
has not been serious defect in it because the times when the Defense 
Department has not agreed or gone along have been very rare, indeed, 
and it should—it only happens when it is of such seriousness that the 
Secretary of the service or the very top ranking people are convinced 
in their own mind and in their own conscience that something—that 
it should not be followed, and under those circumstances he has to 
go on record pretty thoroughly in in order to do it, and I think it may 
be wise since he has basic responsibility for production of the item 
to leave it that way, even though it may cause distress in the few times 
when it has happened that the COC procedure has not been observed. 

But this certainly has not, in my opinion, been a great area of prob- 
lems, and I think that the conscience of the officer in the procuring 
department should be left to operate. 

Mr. McInarnay. I think we have two aspects of this COC pro- 
cedure. One is: When would it normally be applicable; will the par- 
ticular department of the military follow it? No.2: If it is followed, 
do we have difference of opinion arising as to what is capacity? And, 
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if it is followed, should we say that it should be conclusive in all 
respects 

Mr. Hrextns. Yes; the answer to that, in my opinion, is “Yes”; 
if it is followed it should be conclusive; sure. 

Mr. McInarnay. I[f it is followed ? 

Mr. Hirexrns. Yes. 

Mr. McInarnay. Then the other thing that we were getting at is: 
In some cases high level Defense Department officials, in good con- 
science, have brought this into question. 

Mr. Hiexins. Of course, there have been very few instances of 
what you are talking about, very few, taking the last 6-year period 
and the total number that have been issued. 

Mr. McInarnay. Some of them, or a few of them, or one of them is 
of wide application, though; is it not? 

Mr. Hiexins. That is right; that is right. 

Mr. Barnes. I mean to give you an idea of the comparative rarity ; 
I can think of only possibly four or five instances in 6 years where 
this has happened, where we have issued a COC and there has been— 
it has not been followed, so it is a very rare situation, and I am sure 
would never be undertaken lightly by any of the top officers in the 
Defense Department. 

Mr. McInarnay. Do you have any, or have you had any difficulties, 
particularly with the set-aside program ? 

Mr. Hiextns. I don’t know just what you mean by “difficulties,” 
but 

Mr. Barnes. There are many encouraging things. It continues to 
increase in volume. We have eas using the so-called class set-aside, 





- where we have set aside a particular article, and have done it in several 


places and in several instances, and it is clear that this is in the set- 
aside procedure, there is no need to repeat the work of setting aside 
this article, and so it then passes into a so-called class set-aside, and 
it may be questioned at some future time, but this saves a tremendous 
amount of work, and I am certain it will be increasingly effective 
with respect to the articles that are available for small-business work. 

That is an encouraging aspect of the set-aside problem. We have 
problem areas, of course, but that is normal in anything as large as 
this activity. There are 8,000 contracts a day entered into by the 
Government, and there are millions of dollars that are reviewed even 
under this procedure. 

Mr. Hiexins. If you mean we get all the set-aside we ask for, the 
answer, of course, is “No.” You get a monthly report of what we 
ask for and what we get. In addition to that, this program is ap- 

licable not only to the Defense Department but all of the Government 
uying agencies. 

Mr. McInarnay. I think the question probably originates specifi- 
cally with the present difficulties in the construction industry. 

Mr. Barnes. Would you like to have me make a statement on that 
subject at this point? 

As you know, all we have done in this area so far has been to adopt 
a definition of the construction industry after public hearing and 
after public notice, and have indicated that those contracts that were 
eligible for setting aside would be placed under the set-aside program. 

There has been the contention in the past, some 90 percent or more 
of the construction contracts actually went to small business. 
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Now, our problem was we didn’t think the definition of small busi- 
ness of construction contractors was accurate, so that after adopting 
the definition we were prepared to set aside ‘those construction con- 
tracts which small business is capable of performing. 

This doesn’t mean that we are going to try to set aside some big 
construction of dams or immense Government construction projects 
that require a major contractor to properly integrate the work of 
a number of subcontractors, but some of the larger construction con- 
tractors were apprelensive that it would, and I understand that 
telegrams have been sent out to a number of the large contractors who 
have been in turn writing in and showing concern about it. 

I made this statement in a speech recently in Boston in order to 
explain our position on the general subject, and without reading it in 
detail, I will just introduce it in the record at this point. 

Mr. McInarnay. All right. 

Senator Witt1ams. We will include that in the record, Mr. Barnes. 

(The document referred to is as follows :) 


[Excerpt of speech by Mr. Barnes before the Massachusetts State Bar Association, in 
Boston, Apr. 9, 1959] 


Before going into my discussion of small business investment companies, I 
would like to mention a subject which is causing considerable discussion through- 
out the country. Specifically, Iam referring to the part which the Small Business 
Administration will play in the letting of contracts by the various departments 
of the Federal Government. 

As you may know, the Small Business Act of 1953 contained a basic philosophy 
and a directive to me as Administrator “to insure that a fair proportion of the 
total purchases and contracts for supplies and services for the Government be 
placed with small business enterprises.” The Small Business Act of 1958 
amended this statement by adding the words “including but not limited to° 
contracts for maintenance, repair, and construction.” 

Elsewhere in our act a “tool” is provided to carry out this stated policy of 
the Congress. This is the so-called set-aside program. Through the cooperation 
and concurrence of the various Government procuring agencies, certain con- 
tracts are set aside, in whole or in part, for exclusive bidding by small business 
concerns. This procedure has been in effect since 1953 in the field of Govern- 
ment contracts for supplies and services, and much progress has been made. 

We are now directed to insure that a fair proportion of the Government’s 
contracts for construction goes to small business. It became apparent to me 
immediately that the first step was to adopt a better definition for a small busi- 
ness in this industry. Historically, a small business was defined as one which 
employed less than 500 people. In the Federal Register of November 11, 1958, 
the following proposed definition was published: 

“103.3(f) Construction Industry. A small business concern in the construc- 
tion industry for the purpose of Government procurement is a concern that (1) 
is independently owned and operated, (2) is not dominant in its field of opera- 
tion, and (3) the average annual receipts of the concern and its affiliates for 
the preceding three years are $5,000,000 or less.” 

At the same time copies were sent to a number of trade associations, trade 
publications, and individual construction companies. Written comments were 
requested and all who desired to do so were invited to the public hearing. No 
comments were received and no one appeared at the hearing except a representa- 
tive of the National Association of Plumbing Contractors, who testified in favor 
of the proposed definition. 

There seems to be considerable apprehension that a set-aside program for 
Government construction contracts will wreck the industry, interfere with the 
Government’s construction program, and result in higher costs. Such apprehen- 
sion is unfounded. In the first place, set-asides are made by SBA only when 
the procuring service agrees. It is our intention to request set-asides on construc- 
tion contracts only when it is reasonable to do so, and only when adequate small- 
business competition is available. All requests for set-asides which are denied 
by contracting officials in the field are forwarded to our Washington office for 
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further consideration. We have the right of appeal to the Secretary of the 
service involved. It is my intention to appeal only those cases which appear 
well justified. 

You must understand that any action I take in the construction field or any 
other is not discretionary with me but is the result of a legislative direction 
from Congress. I am well aware that the most potent argument of those who 
oppose construction set-asides is the published reports that over 90 percent of the 
Government’s construction contracts are already going to small business. This 
high percentage is due, in my opinion, to the use of the 500-employee definition 
which does not truly reflect the proper line of demarcation between large and 
small business in the construction industry. 

The set-aside program has operated successfully and to the Government’s 
advantage in the supply field. I see no reason why it will not operate just as 
satisfactorily in the field of construction contracts. 

Senator Wiiuiams. I have to go to another meeting now, Mr. 
Barnes, and Senator Randolph will preside. 

I do want to say, however, that, speaking for the subcommittee, we 
appreciate very much this objective and constructitve statement you 
have made, together with your comments, and I am sure it will be very 
helpful to the committee in its continuing efforts to explore ways to 
try to reverse the present trend away from small business in Govern- 
ment procurement. 

Thank you. 

Mr. Barnes. Yes, sir. 

Senator Ranpoipu (presiding). We will have the privilege of 
hearing Mr. C. G. Hokanson, president of C. G. Hokanson Co., Inc., 
of Los Angeles, Calif. 

Mr. Hokanson will appear at this time and present his testimony. 


STATEMENT OF C. G. HOKANSON, PRESIDENT, C. G. HOKANSON C0., 
INC., LOS ANGELES, CALIF. 


Mr. Hoxanson. Thank you, Senator. 

By way of introduction, I would like to state I am certainly hon- 
ored by the privilege of appearing before this body to present the case, 
as I see it, of small business, and hope that if any expressions in my 
report are rather strong, it is because I feel them strongly. When you 
are on the firing line as a small businessman, it is a little bit different 
than looking at it from the outside. 

I presented or submitted this report in two sections, dividing it for 
the reason that one is a statement of conditions in the brown cover, and 
in the blue cover a statement of recommendations that might be con- 
sidered in correcting these conditions. 

Senator Ranpoten. Thank you, Mr. Hokanson. 

Mr. Hoxanson. I might state that I made my presentation, address- 
ing it to Senator Smathers, and if you will be good enough to make 
the correction, I will address the Chair, Senator Randolph, instead 
of Senator Smathers, as noted on my comments. 

Senator Ranpotru. We will make the necessary change showing 
that you are appearing here before the Subcommittee on Government 
Procurement of the Senate Small Business Committee. 

Mr. Hoxanson. Thank you, sir. 

Senator Ranpotpu. We are very glad to have your testimony. I 
have had the privilege of looking into, partially at least, your back- 
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ground, and I am sure it will be helpful to the committee to have your 
analysis of a very important situation. 

Mr. Hoxanson. Thank you, sir. I hope you can hear me, I havea 
pretty sore throat, and, if you don’t I will speak up a little louder, 

Senator Ranpotpn. Speak in your normal voice. 

Mr. Hoxanson. As a member of the National Council of Consult- 
ants of the Small Business Administration, I recently attended the 
meetings held here in Washington, March 3 and 4, 1959, Mr. Wendell 
B. Barnes, Administrator, presiding. 

An important subject of discussion at that meeting was the new 
Small Business Investment Act of 1958 and the improved lending 
facilities that will become available to the small businessman. 

The other important subject of discussion related to the position of 
the small businessman as a subcontractor to the large military prime 
contractor. 

The statement made becomes the theme of this discussion: 

That if immediate action is not taken to protect the small business contractor 
in the new weapons system management concept, the Small Business Investment 
Act of 1958 will be useless. There will be no small business concerns remaining 
to borrow any money. 

The problem of the subcontractor to the large prime contractors is 
not confined to the small business companies, generally defined as 
those with 500 or less employees. There are in the United States 
about 400 other companies with more than 500 employees, but not 
large enough to administer a prime contract. I should say a prime 
weapons system management concept contract. They could admin- 
ister a small contract. They will be included in the subject to follow, 

The average subcontractor is looking for no special favors from 
the administration, the Department of Defense or the large prime 
contractors. This average subcontractor realizes that the weapons 
system management concept requires the managerial skill of a large 
corporation and does not uspire to compete in this field. However, 
the skilled subcontractors, with established and acceptable quality 
control, shop procedures and engineering know-how derived from 
years of experience and research at their own expense, believe the 
should be given an equal opportunity to bid on and provide such 
items in the weapons system concept when they can prove they can 
do the job faster, better and at less cost to the Department of Defense. 

A trend, that started several years ago, is now gathering rapid mo- 
mentum, at a rate so alarming that, in my considered opinion, onlv 10 
percent of the present subcontractors, military subcontractors, will be 
in business 5 years hence. The reasons are as follows: 

First, small business defense subcontractors receive repeated offers 
to merge with, to become wholly owned subsidiaries of, or to sell out 
completely to the larger corporations. In the case of our company, 
we have had at least one offer in each of the above categories in the 
last 6 months. From a monetary point of view, the offers are very 
tempting. ‘ 

Second reason for the slow death of the military subcontractor 1s 
that the prime is deciding to build these formerly subcontracted items 
in his own plant. } 

Third reason is the most alarming because of the ruthless, unethi- 
cal practices of some of the big primes in proselyting the engineering 
and design know-how of the subcontractors, who after obtaining all 
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the engineering and manufacturing know-how needed, proceed to 
build the products in their own shops. just 

How is this engineering know-how obtained? First, a preliminary 
request for engineering proposal and quotation is sent out to an ap- 

roved bidder's list. In our business this will mean 6 to 25 requests 

or bids. Then a second revised request for a more complete engi- 
neering proposal is sent to the same list of bidders. Some requests 
have even indicated that engineering proposals will not be considered 
unless an itemized list of every purchased part and the name and ad- 
dress of the manufacturer of each part accompanies the proposal. 

Before I go any further, I want to state that the statements I make 
herein can be backed up outside of this brochure with adequate docu- 
mentary evidence. 

Our cost of submitting such a proposal will vary from $1,500 to 
$5,000 in engineering time and design labor involved. Our compet- 
itors tell me their costs are about the same. 

Fourth reason, but no less reprehensible, is the request for engineer- 
ing proposal and submission of quotation in quantities of, say, one to 
five units only, the prime knowing full well that the ultimate produc- 
tion requirements will be performed by his own company, the prime. 

In such a case a subcontractor is actually awarded a contract for 
a few units. The subcontractor is further required to furnish full 
blown MIL—D-5028A drawings. These drawings are so complete that 
any prime could reproduce the units quite easily without further engi- 
neering know-how. 

If a subcontractor breaks even (no profit, no loss) on such a proto- 
type award he is usually satisfied. 

This subcontractor hopes for a favorable award decision on future 
business, if any, but at least would like to have the opportunity of sub- 
mitting a quotation. 

When such an opportunity is denied and the prime proceeds to 
manufacture subsequent units in his own plant, don’t you believe the 
subcontractor has cause for alarm ? 

If you were the subcontractor in this pattern of business chicanery 
would you not be giving serious thought to selling your company 
and/or retiring from a business being robbed of its only assets, know- 
how acquired over a period of many years ¢ 

Senator Ranpoteu. May I ask a question without breaking into 
your continuity ? 

Mr. Hoxanson. Yes, sir. 

Senator Ranpotru. You have set forth your four reasons and asked 
a question. Are you saying, Mr. Hokanson, that there is an actual 
thievery involved by a large company against a small company, based 
on your experience ? 

Mr. Hoxanson. I think you can use that expression, if you wish. If 
I might just briefly amplify it. I have seen where requests for quota- 
tions have gone out from an originating very cursory set of specifica- 
tions, not clearly outlined and defined, not sufficient so that you could 
call for what we call a sealed or advertised bid; after submitting a pro- 

osal indicating how we would accomplish the fact, a new set of speci- 

cations is then submitted to the bidders in that particular field, and 
Thave seen instances where not only sentences but complete paragraphs 
and sections of our original engineering proposal were reproduced 
verbatim and made a part of those specifications. 
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Does that answer your question ? 

Senator Ranpotpu Yes, Mr. Hokanson. I would ask you a further 
question: Do you indicate by what you said that this, perhaps, is 
joined in by the agency or agencies of Government with a contractor 
or contractors to the detriment of the small contractor ? 

Mr. Hoxanson. No. I know of no instances of Army, Navy, Air 
Force, Marine Corps in any way being in collusion on any of these 
issues. I am quite certain that top management in these companies 
are rarely familiar with some of these conditions as they exist. I have 
talked to some of the top executives of companies, and they are shocked 
when I even mention it to them. 

It more frequently occurs from someone trying to create—this is 
my personal opinion—perhaps a better job for himself, building his 
own little empire within the company in which he works—maybe 
instead of two to five employees working for him, if he can build 
this up to 100 or 200, it makes his position more important and his 
income perhaps more remunerative. 

Senator Ranpotex. Thank you, sir. 

Mr. Hoxanson. Remember this, the average small- or medium-size 
businessman who has been a successful part of this military subcon- 
tracting structure has probably provided for his own and his family’s 
future needs. If the tactics described hereinbefore are to be per- 
rhitted to continue, he can step out of the picture without great personal 
loss, but how about the engineering and manufacturing people in 
his company who made up this highly skilled productive unit? As 
these individuals are scattered throughout the industry they are now 
just skilled technicians, but they were once part of a powerful team 
capable of producing new products, and faster, upon occasion, than 
the prime could even write a cursory set of specifications. 

And what is perhaps even more important to the Department of 
Defense and the military budget, this subcontractor, who usually func- 
tions under fixed-price contracts, can produce these items for from 
15 to 40 percent less cost than the prime could produce the same 
item. 

If the Department of Defense would require that the large prime 
weapons concept contractors subcontract more work rather than re- 
ducing the amount subcontracted and stop the foolish hiring of non- 
essential people just because the prime is operating under a cost-plus 
type of contract, the military budget could be substantially reduced. 

The following is a typical example of an everyday subcontractor 
complaint. It happened to my company. However, the prime con- 
tractor will not be mentioned publicly because I don’t want to single 
out one company when 75 percent of the prime contractors are equally 
guilty, and furthermore these conditions frequently exist without the 
knowledge of top management. I would also like to mention that 
there still are a few prime contractors about whom I have never heard 
any reports of a derogatory nature, and who continue to treat sub- 
contractors like human beings. 

The example I am about to give starts with a request for quotation 
received in March 1956. 

1. Request for quotation received March 1, 1956, for special G.S.E.’ 
air conditioner for a military aircraft. 
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2. About March 15, 1956, our company submitted engineering pro- 
posal, complete design concept, complete cost breakdown, and fixed- 
price quotation. — 

3. Also submitted approximate delivery schedule of urgently re- 
quired first unit 120 days from date of order. 

4. Both ourselves and the prime contractor knew that the Air Force 
had let an R. & D. in December 1954 for the same requirements and a 
satisfactory unit had not as yet been developed. 

5. About April 1, 1956, our company invited to discuss design con- 
cept and feasibility with prime personnel including purchasing, 
G.S.E. engineering, projects engineering people, and aerodynamicists 
and thermodynamicists. 

6. About May 1, 1956, received purchase order incorporating speci- 
fication changes we had recommended at previous meeting. 

7. May 15, customer sends resident expediter to our plant. 

8. Engineering, drafting, and design departments go on full crash 
overtime. All vacations canceled until delivery of first article. 

9. Preliminary testing of unit is commenced over Labor Day week- 
end. 

10. First unit delivered to customer September 19. 

11. Tests conducted at customer’s premises under ambient condi- 
tions identical with ambient design conditions of specifications for 
cooling. 

It so happened that the temperature of the day during the test was 
exactly the temperature required of the unit, so regular weather con- 
ditions were applied rather than using a testing laboratory. 

12. Customer’s engineering and project personnel accept unit. 
Tests showed unit to have capacity of 8 to 10 percent above require- 
ments. 

13. About winter 1957-58 newspapers report prime (our customer) 
is to receive order for additional planes for Department of Defense. 

14. Periodic calls to customer purchasing department indicate that 
the unit for the subsequent requirements will be redesigned and some- 
what simplified and that when the specifications are completed * * * 
we will have the opportunity to bid. 

15. About June, July, August, 1958, we hear from the same sup- 
pliers who furnished us with materials used, such as aluminum, steel, 
copper, et cetera, and equipment and machinery suppliers that the 
prime, our customer, is going to build the units in their own plant. 

16. I immediately check with the prime’s purchasing department 
and subsequently with other sources within the prime company, and 
the statement was verified that the prime had space and manpower 
not gainfully employed at the moment, and so decided to manufacture 
the air conditioners with their own personnel. 

17. Our suppliers told us the prime had placed orders for compo- 
nents that would indicate they were going to build about 70 air 
conditioners. 

18. During October and November 1958, we heard unverified re- 
ports that customer had finished or was finishing three units that 
would be used for performance, acceptance, and environmental test- 
ing. Subsequently, further unverified reports were received to the 
effect that the units the customer had designed were not performing 
to expectations. 
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19. In February 1959, we received a request for quotation for 5 only 
air conditioners similar to the 70 units the customer was reportedly 
building in their own plant. The R.F.Q. also called for full and com- 
plete MIL-D-5028A drawings and complete with parts and parts 
source data. 

20. Our company decided to submit a quotation, complete engineer- 
ing design concept and all other data requested to be submitted with 
the bid, which bid was submitted on the date due in March. 

21. However, we decided, before submitting our proposal, to ask 
the customer’s purchasing department if there was a possibility that 
the number of units involved might be increased, to say 70 total units, 
We explained that the cost of the first 5 units would be slightly higher, 
but that the next 65 could be built at a material labor reduction 
because we would make a complete set of patterns and jigs from the 
original prototype, saving labor expense on future production units, 

22. The answer we received is shocking. 

We were told that— 

Definitely, only five units would be purchased. Two units would be used to 
meet an emergency requirement and the other three units would be used as 
samples for the company’s production department to copy in building the balance 
of their requirement. 

Gentlemen, such blatant examples of malevolent despotism are be- 
coming more and more the rule, rather than the exception. 

If this committee and the Department of Defense are interested in 
preserving the entity of small business and the specially skilled sub- 
contractor in the military field, it would appear that immediate action 
is necessary. 

Otherwise, the small businessman and subcontractor to the larger 
prime contractors, which subcontractors contributed so materially to 
the rapid mobilization of this country’s manufacturing strength imme- 
diately after Pearl Harbor, will become as extinct as the dodo bird. 
Not many small businesses will be able to withstand this type of brain 
surgery for more than a couple of years. 

In searching for the reason behind this sudden trend on the part of 
the major prime contractors to produce in their own facilities items 
that were previously subcontracted, I interviewed several important 
officers and directors of some of the larger companies, and received the 
following answers as reasons and justification to their plans and 
actions: 

The first point presented described the trend taking place in the 
transition from manufacture of military aircraft to more and more 
expenditures for missiles. Five years ago—this should probably be, 
say, 7 years ago—there were approximately 12 to 18 major prime 
contractors manufacturing some type of military aircraft. Most of 
them were designated as airframe manufacturers. With the advent of 
the missile, many new prime contractors have entered the military 
field to the point where there are today at least 75 to 100 prime con- 
tractors. These companies were formerly auto manufacturers, tele- 
phone-equipment suppliers, electronics manufacturers, flour mills, 
rubber companies, et cetera, totally unfamiliar with the manufacture 
of an airframe, but possibly quite well qualified to pursue the missile 
and spaceship technology of the present and future. 
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Inasmuch as the total defense dollar has not increased materially, but 
the number of primes has, it is obvious that the sales of some of the 
former primes are being sharply curtailed. 

When the profits and resultant dividends of a company fall off for several 
successive years, the stockholders usually select a new board of directors who, 
in turn, select a new set of officers who, in turn, are notified that the stockholders 
were displeased with the predecessors * * * get the profits and dividends back up. 

In view of the fact that the military budget for the manufacture of the military 
weapons has not been increased and, because this same budget must be divided 
between so many more “primes,” there is only one solution—subcontract less and 
do more in our Own shops. 

This procedure will increase the profits and sooth the malcontent 
stockholder. But are there not other considerations of importance 
to the economic and military well-being of this country. 

If the profits of the primes increase, it is obvious that the cost to the 
Nation has increased. 

Are the thousands of subcontractors and small business companies 
throughout the Nation going to be sacrificed; and are the increased 
costs of manufactured military products going to be tolerated ; and the 
taxes on the whole Nation increased, so that the former abnormal sales 
quotas of a few major primes can continue to be maintained ? 

Gentlemen, does it not seem strange that these titans of industry 
advocate and approve of the President’s balanced budget and anti- 
inflationary measures, but in the conduct and management of their 
own business their every move and decision, and particularly the 
waste of the Government defense dollar, is highly inflationary ? 

The Department of Defense sends accountants, as does the General 
Accounting Office, to verify the expended cost of a prime contractor 
holding a CPF F ? type of contract. But who checks the prime to see 
that defense money is not being wasted by employing less skilled 
people in the manufacture of some item that could be obtained by sub- 
contract by as much as 15 percent to 40 percent less? Impossible, you 
may say ¢ 

Then let me suggest that you some day visit a company doing busi- 
ness under a CPFF and the next day visit a plant doing defense work 
on a fixed-price contract. I assure you the comparison will be shock- 
ing. 

In order that my expressions as a small businessman and a sub- 
contractor are not misconstrued, I want to make it clear that I believe 
the weapons system manager-company concept can operate more effi- 
ciently and can achieve the desired goal in much less time than former 
methods, which is most important if we are to keep up with, or ahead 
of, our potential enemy. 

We have held, or do hold, subcontracts with such companies as 
Douglas, Lockheed, Martin, Northrop, North American, Boeing, and 
Convair, and admire tremendously the ability, the drive and mana- 
rial skill of the top echelon of executives when called upon to expe- 
tea weapons system delivery schedule. 

However, these same capable gentlemen should not be permitted, 
at will, to sound the deathknell of small business and other subcon- 


tractors supplying vital skills and products to the military needs of 
this country. 





* Cost-plus-fixed-fee. 
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Gentlemen, because of the trend to swallow up small business, that 
is now gathering alarming proportions, the smal] businessman is look- 
ing to your committee to safeguard the fundamental principles of 
our free enterprise system. 

No favors, gentlemen, just equal opportunity. 

Thank you, Senator Randolph, and gentlemen, for your kind 
attention. 

Senator Ranpotex. Mr. Hokanson, your statement is pointed—— 

Mr. Hoxanson. Thank you. 

Senator Ranpotrn (continuing). And that is valuable to the sub- 
committee and to the committee. As you have indicated, you have 
documented and are capable of documenting what you have said to 
the members of the committee. 

I wonder if we could pursue what I asked you in a different way a 
few minutes ago: To your knowledge, how extensive is the practice 
of proselyting technical information from the subcontractors? 

Mr. Hoxanson. Could I ask that that question be divided into two 
parts? Proselyting first, sometimes just in order to gain a better 
set of specifications for the company to write and then send out for all 
bidders to bid on, and then the second part would be where primarily 
to gain information and engineering technical knowledge to manufac- 
ture in their own plant. 

Now, for example, if we think—I don’t mean to say this in an atti- 
tude of conceit—but if we do think we have knowledge on some par- 
ticular subject, and we think something like this is going to happen, 
we are rather reticent about giving a complete and thorough engineer- 
ing proposal on the first go-around, on the basis that we believe, be- 
cause it has happened so many times before with that particular 
company, that they are going to take what we contribute and, per- 
haps other bidders also, to reformulate a set of specifications and then 
throw it out for bids to all parties. We don’t feel that the prime in 
that case has contributed anything toward the know-how, and that 
the information was actually obtained from, sometimes, many people 
in this field who have and are operating as subcontractors. 

In most instances in this type of business, small business—but some- 
times the companies do go over 500, but if you would allow it to go, 
say, 1,500 employees, it would be over 90 percent of the suppliers to 
the primes on such matters. 

Senator Ranpotrx. Mr. Hokanson, you have supplemental material 
to your statement that you have so effectively presented to the sub- 
committee. That will, of course, be made a part of the record. 

I wonder if you could summarize briefly pertinent observations that 
you have made here within the next few minutes, possibly before we 
leave for recess of the subcommittee, to reconvene at 2 o’clock. Do 
you think you could do that, sir? 

Mr. Hoxanson. I think this would take 8 or 9 minutes. 

Senator Rannoiru. You go ahead, sir. 

Mr. Hoxanson. Then I can read it right straight through and miss 
nothing, or do you wish me to skim it? 

Senator Ranpotru. I expect if you would just touch it as you go. 

Mr. Hoxanson. Well, I would like tostart on page 2 

Senator Ranpoten. Is that agreeable to you? We want to be 
helpful to all witnesses. 
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Mr. Hoxanson. It is perfectly agreeable to me. I have given 
plenty of copies so that you gentlemen can, at your own leisure, read it, 
if you so wish. 

I am trying to get a point over here that—my big point is that 
big business, such as we know of it in the prime management weapons- 
system concept operating as a prime, and a manager of a weapon, it 
is true it is big business, but it isn’t big business in the sense that the 
production of the items that come under their control to manufacture 
run into any large quanties. 

I cite an example here where rarely even a fighter airplane runs into 
the quantities of a thousand units, and if and when it does, the design 
is rarely frozen to the point that there aren’t changes from 1 or 2 or 3 
dozen models to the next. In other words, it isn’t production, as you 
know General Motors production where they freeze a design for a 
whole year and that is the production, and they probably produce a 
million automobiles with that design. But, the average of the de- 
signs we bid on—I mean the number of units per design—is about 
25 to 30 units. It is true that there will be some cases where in this 
weapons concept they will have to buy a thousand or two or three 
thousand of something, but in most instances, it is rarely over 50 to 
200 or 300, and when it is broken down to the refined skills of the 
many subcontractors it really doesn’t amount to a lot of dollars on 
each contract. 

I would:say a contract of from 500,000 to 5 million where a $5 
million contract might be—might take the delivery schedule—would 
be spread over 114 to 2 years—could easily be handled by small busi- 
ness type of an operation. Again I am relaxing it up to say a 
thousand to 1,500 employees. 

I would like to perhaps jump, if I may, to page 4 and go right down 
through here which is a very strong example that I believe is pertinent. 

The reason small business and medium-size subcontractors can pro- 
duce items for less is because the labor burden and general and admin- 
istrative overhead is less than for the large prime contractors. 

In the following pricing example of a typical unit of ground support 
equipment, the burden, overhead, and general and administrative per- 
centage was obtained from several large prime contractors, and the 
percentage used by small business was obtained from 14 subcontractors 
of less than 500 employees that I indicated. 

The example is quite typical of many pieces of G.S.E. as to the 
ao of material, purchased parts, and direct labor involved. 

ou can'read it down and see where your general administrative, other 
overhead, and labor burden runs about 250 percent in a large company, 
and in a small company it will run 100 percent, 105 or 9 on to 95. This 
will vary, depending on the volume or shop of the small plant 
which will fluctuate somewhat, but in the large company does not 
fluctuate very materially. 

You will notice there is a difference of 40 percent more or about 28 
or 29 percent less from one place to another, and this applies to about 
75 percent of the items that go into the manufacture of and related 
support equipment of most missiles being manufactured today. 

he above difference is based only on the difference in nonproductive 
overhead costs considered quite conservative for large primes and 
smaller subcontractors. 
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Another example in the middle of page 5 I would like to call out is 
that another item of cost importance is the fact that 75 percent of the 
contracts sublet are on a fixed-price basis. But when the prime 
chooses to manufacture in his own shop, more frequently than 
not the work is accomplished under the weapons system contract and 
on a cost-plus basis. 

When a subcontractor makes a mistake and is required to make cor- 
rective changes in the prototype stages, the waste of materials and 
labor are of serious concern. There is no clause in a fixed-price con- 
tract for price adjustment due to changes caused by errors or plain 
stupidity. And, furthermore, if the subcontractor fails to deliver a 
unit in complete compliance to the performance requirements of the 
specifications, the chances are he will never be paid. Tough luck. 

But if a prime makes errors, he is paid his cost no matter how much 
less the cost to the Government might have been had the work been 
subcontracted on a fixed-price basis to a qualified firm. 

Finally, in conclusion, if you want to jump over to page 6, I would 
like to cite a few examples of the contributions of small business that 
have helped to make the United States a dominant world power dur- 
ing the last 50 years. 

The Wright brothers were definitely small business when they pro- 
duced the first American military flying machine for the U.S. Army 
Signal Corps. 

Donald Douglas was certainly small business when he started with 
less than a dozen employees about 40 years ago. Did you know that 
the wives of these men spent weekends at the plant, sewing and stitch- 
ing on the fabric for the wing and fuselage sections? Although the 
Douglas Co. is certainly no longer small business, is there a question 
in anyone’s mind as to the contributions of this company in the devel- 
opment of outstanding military weapons for our defense needs? 

The Aerojet Co. developed the principle that made World War II 
rockets possible and which principle of combustion is the basis of our 
latest missile designs incorporating solid propellants. Their orig- 
inal findings were made while they were still very small business. 

Thank you. 

Senator Ranpoten. Mr. Hokanson, for the record I would like to 
add to what you have indicated in your closing remarks, your full 
supplemental statement. 

Mr. Hoxanson. Yes, sir. 

Senator RanpoteH. When you speak of these companies and their 
beginnings, I think it is important for us to realize that there is a 
bigness about our life today, a bigness in business, and a bigness in 
labor, and a bigness in Government. But we must in the Congress 
of the United States, I think, insofar as possible, see to it that the 
small business unit is not lost in the shuffle. I think that is an impor- 
tant problem for the committee and for the Congress. 

I personally am appreciative of the manner in which you have pre- 
sented your statement. I think, also, the committee would want to 
know that you have visited Washington today not from a nearby 
community, but that you have ostensibly flown here from California 
to testify. Even though all members of the subcommittee are not 
present to hear your testimony, I am sure they are intensely inter- 
ested in what you and others are saying and will want to read your 
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statement. The material you have given us will be carefully studied. 

We are appreciative of your contribution, and the objective manner, 
even combined with a personal interest, that you have used in the 

resentation you have made this cre: ' 

(The supplement to the statement of Carl G. Hokanson is as fol- 
lows :) 

This supplement describes a recommended course of action that would com- 
pletely eliminate any justifiable complaint of subcontractors in Government pro- 
curement and would, in addition, substantially reduce the military budgetary 
requirements for the identical weapons produced, thereby improving the eco- 
nomic and military well-being of this country. 


INTRODUCTION 


In my earlier presentation of April 22, 1959, before Senator George Smathers, 
chairman of the Subcommittee on Government Procurement, Select Committee 
on Small Business of the United States Senate, I cited the problems of small 
business in the field of subcontracting in Government procurement. : 

I cited examples to show not only an apparent trend, but how it is possible 
to eliminate all small business in the field of subcontracting in Government 
procurement in the next few years if immediate corrective action is not taken 
by such governing bodies having jurisdiction. 

At this point I would like to explain that I have no fear for the future of 
small business as such, even though its position in the subcontracting field of 
Government procurement is quite precarious, particularly where the prime 
munagement-company in the weapons system concept has autonomous powers. 

Before proceeding, I would like to recite a few well-known facts. 

Over 75 percent, or more than 45 million, people in the United States work for 
companies of less than 500 employees. Assuming all small business were swal- 
lowed up by big business, it is doubtful that big business could absorb as much 
as 20 million more employees for many obvious reasons too involved to discuss 
here. Thus this country could have an unemployment roll of 20 to 25 million 

ple. 
ie with that much unemployment, what would be the potential sales for 
the products of big business. How many automobiles, refrigerators, television 
sets, and home furnishings could be sold to an unemployed population? 

The economic free-enterprise system that has produced in this country the 
highest standard of living the world has ever known should be safeguarded 
zealously by the lawmakers and low enforcement agencies of this Govern- 
ment. It is true, that in the production of automobiles, refrigerators, etc. where 
the volume of units produced in a year will total in the millions, there is no 
place for small business for the obvious reasons. 

It is imperative that big business be encouraged and given free rein to in- 
crease productivity, thereby reducing the cost of the automobile, for example, 
which otherwise could not be manufactured in the price range that the average 
American could afford. American big business has certainly made a major con- 
tribution to the high standard of living we enjoy in this country today. 

But this has no bearing on the subject of production costs in the field of 
military procurement where rarely is there a requirement for as many as 1,000 
units and more frequently on the average order of 100 units. 

Has the Department of Defense ever ordered 1,000 of any one of the fighter 
series from the F-100 through the F-109? Even if one of these products proved 
so superior as to call for a requirement of 1,000 units, it is doubtful, from 
my knowledge and experience, that the design would be permanently frozen. 
It is more than likely that many major changes would be ordered during the 
manufacture of the 1,000 units. 

In our business, which is ground support air conditioning equipment for 
military aircraft and missiles, the average number of units of the last 50 quota- 
tions submitted is 26 units per contract award. The same average number of 
units are awarded per contract on most other items of G.S.E. Inasmuch as on 
modern military aircraft G.S.E. represents 20 percent to 40 percent of the cost 
of the aircraft weapon, and on missiles the G.S.E. represents 60 percent to 70 
percent of the cost of a ready-to-fire missile, it can be readily concluded that an 
ever-increasing amount of the military procurement dollar is expended for items 
in rather small quantities. 
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It is in this field of small military purchases that the small business job 
shop type of operation excels in maneuverability, adjusting quickly to sudden 
changes in requirements ; operates with much lower fixed labor burden and over- 
head, and is usually a specialist in his field, being required to engineer and 
design in order to bid on 50 to 150 different systems a year, whereas any single 
engineering group within a prime contractor organization will seldom need to 
consider the requirements of more than 2 or 3 different designs a year. 

During the rest of the year these engineering groups, employed by the prime 
weapons system contractor, are occupied with many other responsibilities. The 
net result is that this type of engineer has never had the time or opportunity to 
delve deeply into the latest improvements and scientific advances in any special- 
ized field, but is quite capable of evaluating the comparative excellence of the 
engineering proposals submitted by the bidding subcontractor. 

If the prime weapons system contractors are going to be permitted to elimi- 
nate subcontracting and henceforth build these products in their own, or, as ig 
frequently the case, in leased, Government-owned facilities, and shelve the ex- 
perienced technical brains of the subcontractor, then we are condemning our 
Armed Forces to the status of a second rate world military power. 

At this time, I would like to repeat the gist of a conversation I had about 2 
weeks ago with the chief of purchasing of one of the largest and most experienced 
military aircraft and missile builders in the country. Our company had just 
completed about 60 specialized air conditioning units for this company, and we 
had been called in to negotiate the price of about 10 more units. During the 
course of the negotiations, I asked the chief of purchasing if his company had 
ever considered manufacturing this type of equipment in its own shop. He an- 
swered, “We definitely have. We analyze what it would cost us to build a cer. 
tain unit and, if it can be manufactured in an outside plant for less, we subcon- 
tract the item. We couldn’t build the item you are producing for us for much 
less than twice your unit bid price. In addition, it would have wrecked our de- 
livery schedule. It is doubtful that we would have even finished the drawings 
by the time you had completed, tested and delivered the first 30 units.” 

Gentlemen, draw your own conclusions as to the value of this type of prime 
contractor to the defense of the country, and the part he feels a qualified sub- 
contractor performs in both faster delivery and lower cost. 

The reason small business and medium size subcontractors can produce items 
for less is because the labor burden and general and administrative overhead 
is less than for the large prime contractors. 

In the following pricing example of a typical unit of ground support equip- 
ment, the burden, overhead, and general and administrative percentage was ob- 
tained from several large prime contractors, and the percentage used by small 
business was obtained from 14 subcontractors of less than 500 employees. The 
example is quite typical of many pieces of G.S.E. as to the proportions of ma- 
terial, purchased parts and direct labor involved. Pricing for each unit is on the 
basis of a 10 unit order. 








Large primre |Subcontractor 
(Over 25,000 (100-1,500 
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material, nuts, bolts, etc. (cost) - hse beical tied A eal te wit Sanaa sean $4, 000 $4, 000 
Direct shop ite Vol ko i 1 2, 500 2, 500 
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1 250 percent. 
2100 percent. 

This is a typical average example of cost comparison and applies to 75 percent 
of the items that go into the manufacture of, and related support equipment 
of, most missiles being manufactured today. The above difference is based only 
on the difference in nonproductive overhead costs, considered quite conservative 
for the large primes and the smaller subcontractors. 

There are other factors of cost that frequently make the cost to the Govern- 
ment even greater. 
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Many of the large prime contractors have Government-owned buildings avail- 
able to them on contract duration leases. 

Sometimes the Government-owned buildings are fully equipped with loaned 
machinery, tools, desks and even bicycles, also owned by the Government, 

When these Government-owned premises are leased by a prime contractor, 
the cost of the lease becomes an allowable part of the prime’s expenses. And in 
certain contracts a percentage of profit may even be added to this item of 
“om may be some isolated cases, but I personally know of no qualified 
small businesses in the field of subcontracting in Government procurement who 
have had such facilities made available to them. 

Another item of cost importance is the fact that 75 percent of the contracts 
sublet are on a fixed price basis. But when the prime chooses to manufacture 
in his own shop, more frequently than not the work is accomplished under the 
weapons system contract and on a cost plus basis. ; 

When a subcontractor makes a mistake and is required to make corrective 
changes in the prototype stages, the waste of materials and labor are of serious 
concern. There is no clause in a fixed-price contract for price adjustment due 
to changes caused by errors or plain stupidity. And, furthermore, if the subcon- 
tractor fails to deliver a unit in complete compliance to the performance re- 
quirements of the specifications, the chances are he will never be paid. Tough 
luck. 

But, if a prime makes errors, he is paid his cost no matter how much less the 
cost to the Government might have been had the work been subcontracted on a 
fixed-price basis to a qualified firm. 

Gentlemen, these wastes of manpower and materials are and will continue to 
be with you as long as you permit complete weapons systems management com- 
panies to have autonomous power without restraint, restriction or new governing 
laws applicable to this new weapons system concept. 

If this Government desires to improve the quality and performance of its mili- 
tary weapons and materially reduce the cost of these weapons, then it must de- 
cide to uct. * * * Issue the order to the primes to increase the amounts sub- 
contracted, and make the popular sport of brain surgery subject to penalities 
as prescribed under the act of Fair Trade Practices. 

The statement I am about to make will undoubtedly be disputed by some of 
the prime contractors, but if this Senate body and/or member of the Department 
of Defense would like to have me explain the feasibility of what I am about to 
propose, after this meeting or on some future date, I will be pleased to do so at 
your command, 

If the Department of Defense will issue the orders and require all major prime 
contractors and/or major weapons systems management companies to subcon- 
tract between 70 percent and 75 percent of the total system order, the Depart- 
ment of Defeuse would save over $2 billion based on contracts let during the 
fiscal year ending June 30, 1958, on missiles, military aircraft and major elec- 
tronics orders alone, 

Gentlemen, I trust that the facts and information I have submitted herewith 
adequately indicate the need for increased participation on the part of small 
business in the subcontracting field of military Government procurement. 

In closing I would like to cite a few examples of the contribution of small busi- 
ness that have helped to make the United States a dominant world power during 
the last 50 years. 

The Wright brothers were definitely small business when they produced the 
first American military flying machine for the U.S. Army Signal Corps. 

Donald Douglas was certainly small business when he started with less than a 
dozen employees about 40 years ago. Did you know that the wives of these men 
spent weekend at the plant sewing and stitching on the fabric for the wing and 
fuselage sections? Although the Douglas Co. is certainly no longer small business 
is there a question in anyone’s mind as to the contributions of this company in 
the development of outstanding military weapons for our defense needs? 

The Aerojet Co. developed the principle that made World War II rockets pos- 
sible and which principle of combustion is the basis of our latest missile designs 
incorporating solid propellants. Their original findings were made while they 
were still very small business. 

Gentlemen, need more be said in the defense of small business and the import- 


ant part it will play in future years in the technological advancement of our 
military weapons? 
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Thank you Senator, gentlemen, for this opportunity to champion the cause of 
small business. 

Respectfully submitted. 

C. G. HoKANSoN, 

Senator Ranpoten. We will return at2 p.m. I believe the Prewitt 
Aircraft Co., the Paraplegics Manufacturing Co., and the Leukart 
Machinery Co., will be available to give testimony. 

We feel that, perhaps, it might be advisable to stop now and recess 
until 2 p.m. 

Thank you, Mr. Hoxanson. Thank you, ladies and gentlemen. 
Thank you, Senator. 

(Whereupon, at 12:25 p.m., the subcommittee recessed, to recon- 
vene at 2 p.m., the same day.) 


AFTERNOON SESSION 


Senator Witxtams. The meeting will come to order. 

This is a continuation of the hearings on small-business participa- 
tion in defense subcontracting. 

This morning we had the pleasure of hearing the Honorable 
Wendell Barnes, Administrator of the Small Business Administra- 
tion, and Mr. C. G. Hokanson of California. 

The first witness this afternoon will be Mr. Richard A. Prewitt, 
president of Prewitt Aircraft Co., Clifton Height, Pa. 

I understand Mr. Hokanson might want to present a statement at 
this time in connection with his testimony. 


STATEMENT OF C. G. HOKANSON—Resumed 


Senator WituiamMs. Do you have additional material available, sir? 

Mr. Hoxanson. Yes, sir. 

Senator WituiaMs. Fine. 

Mr. Hoxanson. In addition to my presentation this morning, 
Senator, I was asked in a letter from Senator Smathers to answer 
five points of a question relative to my personal attitude as small 
business relative to the proposed S. 500 amendments. That is the 
subject. Is that OK? 

Senator WitiiaMs. That is fine. Be seated. 

Mr. Hoxanson. In the letter from Senator Smathers, he brought 
out five points as a question, and asked me if I would comment during 
the course of the testimony. 

The first point was relative to S. 500. It establishes competitive 
negotiations as an alternative to advertised procurement while leav- 
ing simple negotiation authorized only when it falls into one of the 17 
statutory exceptions. 

I have a copy of this S. 500, which contains certain changes and it 
will, say, for example, omit this sentence and include this sentence, 
but not having the original document of the United States Code, it 
is not too easy except by inference as to his specific question to answer 
them concisely. 

So, rather than referring to the bill, I will reply to Senator Smathers’ 
specific questions. 

In reply to item 1 of his letter, “Competitive negotiations,” I believe 
this is one of the only ways to materially speed up delivery schedules, 
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that is, negotiation. Negotiated contracts speed up delivery sched- 
ules and reduce ultimate overall cost by reducing wait. 

In a Time magazine article that appeared last year entitled, “De- 
fense Procurement, Trench War Policies in the Space Age,” Senator 
Saltonstall discussed present-day procurement, and in this article 
appeared the following: 

The procurement statutes say that whenever possible, the United States must 
advertise for what it needs and then select the lowest bidder, even though the 
lowest bidder often comes from a marginal producer with limited experience, 
poor management, or inadequate financing. 

One Pentagon official estimates that 85 percent of the advertised 
contracts hit some kind of a snag in production, thus becoming costlier 
in the long run. There is certainly nothing wrong with the Govern- 
ment letting contracts to the lowest bidder, but from my experience 
I would say that in 50 percent of these awards, the quality and relia- 
bility of the product was below the minimum standards and either 
just barely or did not at all deliver the performance requirements for 
which it was intended. 

Sometimes a procuring activity accepts such a unit because of the 
urgency of its needs. 

Jpon occasion such malfunctioning equipment has been rejected, in 
which case the Government may not lose very much money, but the 
completion of the weapon unit has been delayed for a year or two while 
the procuring activity issues a new award. 

If the Government procurement activity must do business with a 
low bidder, it would be wise to set aside an additional sum for the 
extra service and maintenance this equipment will require, and if that 
is done, the procuring agency will have invested enough to buy quality 
and reliability in the first place. 

The second question calls for performance specifications wherever 
practical in lieu of specifications in terms of specific design and 
manufacturing detail. 

Requests for quotations containing performance specifications and 
requests for engineering design proposal are the best way to obtain 
superior products in the least time. 

I should qualify that a little further by saying that where it is not 
a device or object or a unit that has previously been manufactured 
and repeatedly so—therefore you are buying again what has been 
bought before, a proven product, there would be—these performance 
specifications of which there are many in the field of missiles and 
advanced military aircraft, are required because there is no previous 
experience from which similar materials, even closely identified, have 
been previously purchased, and new concepts and new designs are 
required, and therefore, the reason for engineering proposals. 

Too often specification writers of production items have never seen 
or built such an item. I am speaking now of specification writers pri- 
marily from major prime contractors who haven’t had the experience 
before. And contractors are hesitant to criticize or suggest correc- 
tions to the specifications because some of these procurement engineers 
resent any constructive criticism. 

Then when the unit of such a detailed production specification does 


not deliver the results required, change orders and extra costs are 
involved. 
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It a a rather expensive way of trying to accomplish what you 
are alter. 

Item No. 3, the letter states, “Provides that the agency head may in- 
clude in the prime contract that certain designated subcontracts shall 
- = to competition between small-business concerns,” and so 

orth. 

In reply to item 3 of the letter, certain designated subcontracts shall 
be limited to small business: This contention I am inclined to dis- 
agree with. I don’t believe certain designated subcontracts should 
be set aside exclusively for small business. A certain item may be set 
aside today for exclusive competition of small business, but perhaps 
in 6 months some major development in the big business field soak 
reduce the cost of this item in half, but the set-aside would still stand 
on this item. This is certainly not in the interests of economy in 
Government procurement. 

On the other hand, I don’t believe that major prime contractors and 
weapons-system management companies should be given autonomous 
powers to set aside certain items for production from their own plants, 
when again competitive negotiation among subcontractors will usually 
obtain better products at materially lower costs. 

Small business should not be given special privilege of a set-aside 
on any particular item, I do not believe, but it certainly should be 
given the equal opportunity to bid on all items in the interest of 
economy. 

Item No. 4 provides for operational system to be purchased from a 
single prime contractor who will be responsible for design, develop- 
ment, production. 

I think he is referring here to the present weapons-system manage- 
ment contractor concept as it is being applied today. 

I do not feel qualified to give an intelligent opinion on this sub- 
ject. I believe the opinions of the contracting officers of each of the 
branches of the Armed Forces and the Department of Defense are 
best qualified to compare the various methods of procurement in the 
best interests of the Government. 

Fifth item excepts fixed-price contracts and contracts made after 
formal advertising and incentive type contracts from the renegotia- 
tion statutes. 

As to item 5 of the letter, I believe the simple elimination of fixed- 
price contracts from renegotiation is too dangerous unless it were 
defined in further detail. It should not certainly lie as it is written 
in the proposed S. 500 should it be incorporated into law. 

Senator Wiit1ams. We may have one or two questions, Mr. 
Hokanson. 

Mr. Hoxanson. Yes. 

Mr. McInarnay. Mr. Hokanson, with reference to your remarks 
about competitive negotiation, I don’t believe the letter to you defined 
competitive negotiation as it is defined in S. 500, and that is when 
there is competition between at least two companies. 

Now, would you be in favor of broadening negotiations under the 
name of competitive negotiation, when only two companies might be 
involved ¢ 
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Mr. Hoxanson. I think with only two companies involved, it bor- 
ders on a dangerous point of not being a sufficient number pf bidders 
in competitive negotiation. 

I would be inclined to say, taking an average in our type of busi- 
ness, that you should have at least four or five. It could be that if 
you only had two, one of them would be extraordinarily well quali- 
fied, and the other one might be materially less qualified, and, there- 
fore, the second alternate might be a comparatively immaterial bid. 
By having four or five you could be assured of and if they were 
selected from qualified bidders determined in advance that they were 
qualified, you could be assured of a good competitive pricing result. 

Mr. McInarnay. In other words, you have some reservations about 
contracts being awarded strictly on the basis of the contractor being 
the low bidder, and you feel that negotiated procurements are some- 
times the proper method, but that the competitive negotiation as de- 
fined in this bill is not sufficient, does not give sufficient competition 
or assure sufficient competition ? 

Mr. Hoxanson. Negotiated bids, I believe, are essential when there 
is no history of this product having been made before and satisfac- 
torily to the military requirements. 

By negotiating such contracts and submitting by the bidders, being 
required to submit engineering proposals, it gives the military an op- 

rtunity to see what the improvements are in the field that have been 
Seveloped, perhaps, not under an R. & D. program, but perhaps in 
the development processes of the companies themselves at their own 
expense. So that the military can take advantage of the latest devel- 
opments in the industry. 

Now conversely, however, where I believe advertised, sealed bids 
are a perfectly proper and acceptable method and are established in 
completely defined specifications such as we frequently find when 
written at Wright Field or Navy, and so forth, the specifications are 
very thorough, very exacting and limit the parties bidding specifically 
to that bid; and in that instance competitive bidding is quite satis- 
factory, with an exception that even in those instances if the bidder 
is not morally inclined to want to or try to comply with the intent 
of the specifications as well as the letter, you can get an inferior 

roduct due to poor workmanship and what we call contractors try- 
ing to cut the corners too sharply in spite of the most rigid specifica- 
tions that have ever been written. 

Mr. McInarnay. It is true, however, that the facilities-capability 
survey should clear the air of that type of bidder; should it not? 

Mr. Hoxanson. Yes; it should, if it were carried out to all points 
of the country and covering all potential bidders. But I doubt 
whether that is the case. 

In fact, I don’t know that we are qualified or have made out a facil- 
ity survey or if anybody has asked us, except some of the specific 
primes will enter our plant and make a survey to determine whether 
or not we should put out a certain job. 

Mr. McInarnay. Those are all the questions I have, Mr. Chairman. 

Senator Wiu1aMs. Thank you. I did not have the opportunity to 
hear your testimony this morning, but I certainly will read it with a 
great deal of interest. 

40407594 
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I just spoke with Senator Randolph, who did preside, and he ad- 
aaa me that yours was a significant contribution. We certainly 
appreciate your help, sir. 

Mr. Hoxanson. Thank you, Senator. 

Senator Wixuiams. Is Mr. Prewitt present? We appreciate your 
attendance here today, Mr. Prewitt. 

Our next witness is Mr. Prewitt, president of the Prewitt Air- 
craft Co., Clifton Heights, Pa. 

Proceed, sir. 


STATEMENT OF RICHARD H. PREWITT, PRESIDENT, PREWITT 
AIRCRAFT CO., CLIFTON HEIGHTS, PA. 


Mr. Prewitt. Thank you, Senator. 

Gentlemen, may I express to you my sincere appreciation for this 
opportunity. Also, I wish to acknowledge the assistance of Brig. Gen, 
M. A. Tyler, U.S. Marine Corps (retired), a former employee of my 
firm, in helping to prepare the material I intend to present. 

The weapons system concept of procurement as generally adminis- 
tered in the past has been very troublesome and discouraging to small 
business concerns such as mine. The principal fault is that it has not 
always been carried out as originally conceived. Certain practices 
and approaches to problems by prime contractors have served to de- 
feat the basic purpose of the concept—production of a complete, 
serviceable weapon or system in the shortest time at the best price. 
Specifically, the allocation of total programed funds to prime con- 
tractors to develop and prove all the components of a particular sys- 
tem has resulted often in increased costs, duplication of effort and 
equipment, and increased delivery time. These are the views of a 
component specialist. 

Prewitt Aircraft Co., of which I am the founder and president, 
is a small business concern located in suburban Philadelphia. We 
have specialized for 13 years in the design and manufacture of heli- 
copter rotor blades. Our designs are advanced and sound. Our 
fabrication processes are unique and economical. Properly utilized, 
the combination of our skills can effect considerable savings to heli- 
copter users and will permit more rapid and desirable advances in the 
state of the art. 

There is a curve associated with this paper which gives relative 
costs of helicopter rotor blades. This is dollars per pound, and this is 
the number of units on log paper. 

Here is the current cost of metal blades. Here is the current cost 
of wooden blades, and these green lines I have shown on this chart 
show the cost of the actual metal blades we have produced. 

On the first line here was the original cost of the blade, and this 
is the cost to the second customer, showing the reduced costs when 
you have two customers. 

Senator Wiu1aMs. I think, perhaps, you had better make that a 

art of the record, if it can, sir, so there will not be any ambiguity 
in the testimony. 

Mr. Prewitt. Right, sir. 

(The document referred to follows :) 
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Mr. Prewitr. We believe that the basic weapons systems procure- 
ment concept is supported best and most economically when procur- 
ing agencies and prime contractors make maximum use of component 
specialists. Also, we believe that component development work 
should be placed with specialists directly and that production procure- 
ment should be through prime contractors. 

Development work requires the use of specialists to attain the basic 
aim of the weapons-system concept—the best article in the shortest 
time for the best price. Efficient production requires skillful and 
intelligent assembly of components economically produced. The 
prime contractor is in the best position to determine whether make- 
or-buy is the best course of action for the components needed in pro- 
duction. Development work by independent specialists is available 
to all major prime contractors in a given field. The development 
work of a prime is denied to other primes. Cost reductions can be 
obtained by acceleration of technical improvements through combined 
effort and by centralized production of like components and units for 
all prime contractors—use of the services of independent component 
specialists. 

In the initial development of a weapon, the prime contractor faces 
basically an engineering problem. He must meet performance speci- 
fications ; so he must stipulate basic design parameters and satisfactory 
performance characteristics; a task for his engineering force. 

Engineers are curious and ambitious. They welcome challenging 
situations. They believe they can solve all the problems facing them 
in any development program. They are prone to avoid farming out 
portions of their problems: Pride impels them to want to provide 
the whole solution. 

When Government money is available, management has a natural 
inclination to keep it in the family. This is particularly true when 
there is an opportunity to expand the company’s products. Thus, 
management has a beikeieitiey to ignore the possibilities of employing 
proven component specialists in the field. 

Management depends upon its engineers for an evaluation of the 
initial problem. The usual result is that the engineers—confident, 
capable, and determined—put the prime contractor in a position of 
negative management incentive. The engineers foresee a large capa- 
ble organization. Management sees additional profits from develop- 
ment and manufacture of major components while expanding its 
facilities and capabilities. It urges the procuring agencies to buy 
the idea with all of its persuasive power. 

Too frequently the procuring agents do not recognize the under- 
lying reasons for the suggested program and proceed to purchase it 
as presented. A frequent supporting argument is that a prime can be 
held responsible only for those components over which he has full 
control and that, therefore, only he can say what he should make or 
buy. We agree, so long as the prime remains cost conscious with the 
Government’s money. We reject the premise as invalid when the 
prime ignores the superior performance and lower cost of independent 
specialists in order to feather his own nest. We hold that such pro- 
cedure is unnecessary, wasteful, time consuming, and contrary to the 
basic principle of the weapons system concept. 
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I would like to divert a minute to give a point that has come to our 
attention. I will not mention any names, but I think this has been 
found by several other small contractors. 

If you are a part of a weapons system, you are likely to be a large 
organization. This is so because the weapons-system manager would 
be very unlikely to give business on an equal basis to a component 
manufacturer. The component manufacturer will probably never be 
a weapons-system manager and, therefore, in a position to give work 
to another weapons-system manager. 

In our field, production rates of helicopters do not justify com- 
ponent manufacture by each prime contractor. However, whenever 
possible, primes desire to do so. There are exceptions to this. A 
copy of a paper by one of the manufacturers, in which a part is un- 
derlined on page 2. In that case he proposes that it may very well 
be advantageous for the Government to furnish rotor blades G.F.E. 
Another prime purchased their requirements for rotor blades from a 
specialist. 

Thus, we find a considerable number of component manufacturers 
(the primes) each supplying a single customer. 

Senator Wiii1AMs. Could we stop there for just a moment? 

Mr. Prewirr. Yes, sir. 

Senator WinuiaMs. Are these component manufacturers prime con- 
tractors ¢ 

Mr. Prewirr. No. 

Senator Witii1AMs. Well, it reads that way, doesn’t it? 

Mr. Prewirr. Well, yes; in this case we are talking about where the 
prime has his own manufacturing facilities for a component, and the 
organization, in effect, is a component manufacturer with one 
customer. 

Senator WituiaMs. I see. 

Mr. Prewirr. Whereas if you have an independent component 
manufacturer, then he can have any number of customers. 

Senator WinuiAMs. All right, would you proceed ? 

Mr. Prewirr. The point is we are duplicating the tooling in all these 
different. facilities. 

Senator WituiAMs. I see. 

Mr. Prewrrr. Thus, we find a considerable number of component 
manufacturers (the primes), each supplying a single customer. The 
cost of such a situation is obvious—duplicative development, repeti- 
tive tooling charges, lower and more costly production rates because 
of limited production runs, and more costly maintenance in the field. 

Use of independent specialists is a good solution, particularly in the 
aircraft field where the total number of a given model is low. Primes 
can turn to one or two or more component specialists for satisfactory 
items at lower costs. Also, independently designed and produced 
components are subject to close check by the primes and the users. 
Conversely, subcontractors can criticize prime contractor designs usu- 
ally at the peril of losing the work. Any intelligent person recog- 
nizes the value of a double check of a design or development. It saves 
money in the long run. 

We present a specific example of the cost saving possible in having 
available an independent specialist’s design. 
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A metal rotor blade was developed under Government contract for 
a particular helicopter. After completion of the initial phases, the 
rotor blade was found to be suitable for an entirely different heli- 
copter developed by another company. 

Incidentally, that helicopter holds the piston engine world’s altitude 
record. Repetition of development costs was avoided. Later, six 
different aircraft configurations were able to use the same basic blade 
design. 

The lesson is obvious; a single development program was able to 
service six separate designs. If each prime manufacturer had _ re- 
quired development money, costs would have risen sixfold. Develop- 
ment information was available to all. Production costs were re- 
duced for all customers since a single production line was possible 
instead of several short production runs, each having a high-cost 
learning curve. 

It would appear that superior performance—evidenced by numerous 
directly competitive tests—and lower costs per unit would place this 
specialist in the position of the proverbial better-mousetrap builder. 
Such is not the case. Superior performance and lower costs have not, 
in our experience, been sufficiently potent to break through the barrier 
after a prime contractor has been equipped with tools and qualified 
personnel to produce his own components. 

Senator WiiuiaMs. I wonder if we could interrupt for Mr. Me- 
Inarnay to ask a question ? 

Mr. Prewitt. Yes, sir. 

Mr. McInarnay. This case that you are speaking of right here—I 
assume your company can produce for less cost than the Government 
is paying for the item at the present, and the item is now being manu- 
factured by a large prime manufacturer ? 

Mr. Prewitt. The reason I hesitate to answer the question is that 
the cost depends on the number of units that have been built. 

There are prime manufacturers that are building blades today 
where they built a large quantity of them, and their costs would be 
lower than we would have now if we started over again. However 
had we started at the same point, or produced the same number of 
blades, our costs would be lower. 

Senator Witu1aMs. All right, sir; proceed. 

Mr. Prewitt. Yes, sir. 

In part, the situation has been abetted by procurement. practices. ' 
Prime contractors often do not have the canelalny to produce good 
components consistently. They tend to try to solve the problem them- 
selves rather than by consulting qualified specialists. Why? Be- 
cause they believe such actions might indicate weakness on their part 
to themselves and to the procuring agencies. 

Primes often become inhibited and prone to adhere to outmoded 
unsuitable component designs. Independent specialists, however, 
must maintain up-to-date designs incorporating the latest thinking 
and developments in order to be competitive. Maintenance of an 
obsolescent component capability by primes is a frequent occurrence. 
Pride and the profit motive seem to be the basic reasons. 

We recommend : 

1. That prime contractors be required to establish specifications 
for major components; that these specifications be offered to qualified 
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specialists for competitive bids; that the bids with recommendations 
be submitted by the primes to the procuring agency for determination 
of satisfactory sources for the subject components. 

2. That in development contracts, procurement agencies examine 
carefully the desirability and the feasibility of awarding development 
contracts for major components to specialists; that production pro- 
curement be placed with the prime contractor. 

We have been advised the procuring agencies will not agree always 
to buy production components through the prime. We submit that 
with proper monitoring it is the best course of action. Also present 
procurement practices tend to cause this to occur when initial develop- 
ment procurement aids the primes in establishment of the necessary 
production capabilities—even though independent specialists have the 
capability in existence. 

We believe that competitive negotiation as an alternative to adver- 
tised procurements is consistent with our position; that performance 
specifications will be advantageous to both contractors and procuring 
agencies ; and that limiting of certain designated subcontracts to small- 
business-concern competition is desirable. 

We have no objection to the single prime-contractor principle when 
his performance is monitored to assure that he does not subvert its 
basic purpose—to provide the best weapon at the best price in the 
shortest time. We believe that to do this he must consider the use 
of independent specialists—in design, development, and production. 
We believe the law should so provide. 

We kiiow that small business concerns can use help from the Gov- 
ernment. Utilization of the capabilities of specialists in given 
fields—very often small businesses—can help to accomplish the basic 
purpose, as we see it, of bill S. 500. This purpose is production of 
the best weapons in the shortest time for the best price. Enactment 
of the weapons-system concept into law will not, of itself, accomplish 
this. Administration of the concept to use all the capabilities of big 
and small business will help. Big business utilizes small business 
when using its own funds—so should it be with Government funds. 

Small business is geared to help. We welcome an opportunity to 
prove the statement. 

Mr. McInarnay. Mr. Prewitt, I have just a couple of questions, if 
you do not mind. 

Back on page 2 you made the statement : 

The prime contractor is in the best position to determine whether “make” or 
“buy” is the best course of action for the components needed in production. 
Do you feel this decision should be left entirely up to them ? 

Mr. Prewirr. No, sir; I do not think that. I think the statement 
was made that he is in the best position to know, but there are, of 
course, the profit incentives that he also has. There has to be some 
force that will overcome his other motives and that can only come 
through the Government procuring agency. 

Mr. McInarnay. You feel that some of the Government policies 
about letting other companies into the act and assisting sn:all firms 
should enter into this decision, the make-or-buy decision ? 

Mr. Prewirr. That is right. I think the Government should be a 
part of some of those decisions. I think it should be left open to the 
prime as long as they do a good job of it, but if it appears they are 
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not taking into consideration everything to the best interests of the 
Government, then I think the Government has to step in. 

Mr. McInarnay. Don’t you feel a better approach might be a con- 
sistent monitoring, rather than waiting until the evils arise, as you 
say ¢ 

Mr. Prewirr. Yes; I think it would be very simple. If they require 
the prime manufacturer to set up the basic specifications—I do not 
mean detailed, but what is required of the various components that 
have any possibility of being put into groups where costs could be 
saved through collective manufacture by specialists for several 
primes 

Mr. McInarnay. Yes. 

Mr. Prewirr (continuing). Then he would have to go out for bids 
on those things. 

Mr. McInarnay. Over on the bottom of page 6 you speak of buy- 
ing production components through the prime, and suggest that with 
proper monitoring this is the best course of action. 

I just wonder if you really mean that, and how general would you 
make the application of this statement ? 

Mr. Prewirr. Yes, I do. Well, in our case if you bought rotor 
blades, and all blades are bought from us, and they were furnished 
to the prime contractor as GFE equipment, we would have to have 
#n organization in the field that you would have to pay for to protect 
our interests. 

Now, if you buy all of your rotor blades from the prime contractor, 
then he makes his profit on the blades and it is his responsibility to 
protect that article in the field, so, instead of us keeping an organiza- 
tion out there, all we do is keep a small organization so that, if the 
blades give any trouble, we can go out and get things cleared up in 
a hurry. 

So, what I think is that your cost of a double profit would be much 
less than the cost of a double organization trying to protect its own 
product, and there would be a lot less arguments. 

Mr. McInarnay. At least this statement would apply, in your 
opinion, to the purchase of rotor blades ? 

Mr. Prewrrt. Yes. 

Senator Wuu1aMs. I just wondered if you have sufficient informa- 
tion to have an opinion on whether or not the procuring parts of the 
various Government agencies are now equipped with personnel and 
in other ways to do this menitoring job you recommend. 

Mr. Prewirr. I think they think that they are not that well 
equipped. They mayberight. But, it seems that, if they would man- 
age their projects in terms of putting the responsibility on the prime 
by having him show them why he is going to do a certain thing, 
then I think that they would have—they are well equipped to do that. 

Senator WiuuiaMs. It would require substantially larger staffs, I 
would think, to follow in this fashion, would it not? 

Mr. Prewrrr. It does: not take too many people if they have the 
person who knows. 

Senator Wiu1aMs. I see. 

I have no further questions. We certainly appreciate your help, 
Mr. Prewitt. 

Mr. Prewirr. Thank you, gentlemen. 
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(The attachment to the prepared statement of Mr. Prewitt follows :) 


Tue REALITIES OF VIBRATING HELICOPTERS AND WHAT To Do Asout THEM 
R. A. Wagner, Chief Engineer, Hiller Helicopters, Inc., Palo Alto, Calif. 


At the present time, the vibration problem in helicopters is viewed as a suc- 
cession of separate, not necessarily related phenomena. A working analyst, 
facing a rough machine, is continually confronted with these basic questions: 

(1) What are the important degrees of freedom? 

(2) What is the nature of the forcing functions, if there are forcing functions? 

(3) How can we simplify the analytic representation of the structure to a 
sufficient degree that we can handle the equations mathematically? 

(4) How can we get test records and data deduced from them in the shortest 
time? 

Traditionally, in this, as in most other fields of human endeavor, necessity is 
the mother of invention. A vibrating helicopter appears as an objective fact, 
unsusceptible to argument or plea, and entirely oblivious to scheduled con- 
tractual commitments. In my opinion, vibration with all its implications toward 
structural and occupants’ fatigue, far transcends all other technical aspects of 
helicopter engineering. 

In many instances, solutions of specific problems for specific machines are 
gotten. In the press of other problems also demanding immediate solution, these 
solutions are not explained in the general terms of a more comprehensive theory— 
a sort of “sufficient unto the problem are the number of degrees of freedom 
thereof” attitude. It is rare to find a broad, general theory with sufficient test 
data from various types of machines spotted on the curves to permit “quick and 
dirty” estimation for preliminary design purposes. In several attempts at this 
sort of thing known to the author, the “quick and dirty” cases of solution served 
only to get someone off the analyst’s back and allowed the design to proceed. 
When the physical hardware was tested, it appeared as if the mechanism took 
an active delight in confounding its creators, and then much expensive, detailed 
testing and analysis ensued. 

In spite of appearances, however, we must not permit ourselves to believe 
that these beasts cannot be tamed. The question is “What steps can be taken 
to calm these quivering creatures in the design stages?” 

The theory of the problem of the self-excited mechanical oscillations known 
as “ground resonance” is quite well known. It is probably not incorrect to say 
that there is sufficient knowledge and experience in existence today to assure that 
the phenomena of ground resonance will not occur in new designs, if done by 
competent persons. Also, the testing techniques are sufficiently developed that 
the dangers involved in initial rev-ups are eliminated. 

The general problem of coupled rotor blade-fuselage response is not nearly so 
well in hand. We do not know, for example, how close to permit calculated 
coupled natural frequencies to come to harmonics which are integers of rotor 
speeds. The structures which the analyst is called upon to evaluate in the design 
stage are seldom simple enough to permit accurate mathematical descriptions 
such that the natural frequencies can be calculated exactly, even if no complex 
couplings were present between rotor and fuselage. Additionally, the airloads 
which constitute the forcing functions for this coupled system of many degrees 
of freedom, are in a rather primitive state of knowledge. 

With this kind of bleak outlook confronting us, it has sometimes appeared that 
effective isolation between rotor and fuselage offers, in one package, a smoother 
riding machine, and relief from the necessity of knowing, in tremendous detail, 
the nature of the airloads acting on the blades, insofar as they are responsible 
for fuselage vibration. The isolation attack, unfortunately, does not auto- 
matically guarantee success. It does add extra degrees of freedom to the system, 
and any subsequent analyses must take these into account. Also, an isolation 
system poses more difficult problems for the designers in fitting structures and 
controls into the machine. One huge advantage of isolation is that it permits 
relatively easy changes in pertinent spring constants during testing. If this 
feature is adequately considered during the design stage, much valuable experi- 
menting can be done quickly. It should be noted here that if there are substan- 
tial masses such as engines and transmissions which are attached to the rotor 
and isolated at rotor frequencies from the fuselage, changes in isolation spring 
constants also have effects upon basic fuselage natural frequencies. 
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The problem of coupled bending and torsion responses of rotor blades is always 
with us. There have been published recently papers throwing considerable light 
on the matter, from a theoretical viewpoint. The analyst’s difficulties in repre- 
senting the structure mathematically have not been reduced, however, and the 
appearance of lengthy and rigorous analyses may lend an aura of assurance to 
his calculations which may not be borne out by subsequent tests. It is a curious 
phenomenon that involved and complex mathematical formulations usually carry 
with them a connotation of accuracy, whereas, the reverse should be true. I do 
not wish to give the impression of decrying a mathematical approach to the 
vibration problem. Verily, it constitutes the only way known at this time to an 
understanding of the problems. It is in the vast jump from theory to practice 
that most of us “come a cropper.” 

This brings us to a point in the discussion where suggestions may be made 
to improve the situation. As we all know, engines are developed separately 
from the vehicles they are eventually going to power. Further, their develop- 
ment is begun considerably in advance of the airframes in which they will be 
placed. This does not assure that there are no problems incident to installing 
and operating an engine in a new airframe. It does, however, assure that there 
will be a minimum of such problems if the engine characteristics, as determined 
during development, are properly taken into account in the details of the 
installation. 

Since we recognize that rotors are the “heart” of helicopters, and that de- 
veloping a rotor is much more difficult and time-consuming than developing an 
airframe, it appears that we would be wise to begin rotor development consid- 
erably in advance of airframes for each particular new helicopter. Many prob- 
lems would have to be met and solved in this proposed approach. Technically, 
we would be compelled to build test stands with which we could simulate various 
ranges of fuselage natural frequencies and mass distributions. Such test stands 
have already been built and were used during early primitive investigations of 
ground resonance phenomena. Auxiliary powerplants and propellers could 
serve to blow air across the rotor to simulate forward flight, which could be 
done without the necessity for such accurate controls and balances as are 
deemed requisite for wind-tunnel work. On the whole, it appears that there 
would be no technical vibration problems of a major nature in rotor development 
that could not expeditiously be solved by this means. 

On the customer side of the picture, it is not inconceivable that approved 
rotors, like approved engines and propellers, could be made available, or could 
be supplied G.F.E. with resulting simplifications in the supply and maintenance 
system. Along with the rotors could be supplied technical information such 
as control system stiffness ranges, suitable fuselage or isolation frequency ranges, 
etc. These criteria are analogous to cooling air requirements for an engine, 
information on what natural frequencies to avoid in the drive system, etc. 

For large rotors the use of dynamic models appears helpful for preliminary 
testing and check of analytic methods. To be of the greatest value, the model 
tests should precede the full-scale construction sufficiently that modification 
to design can be accomplished if indicated. This further points up the need to 
begin rotor development in advance of the airframe. 


Senator Wiiriams. Our next scheduled witness is Dwight D. 
Guilfoil, Jr., president of Paraplegics Manufacturing Co., Inc., 
Franklin Park, Ill. 

Mr. Guilfoil, welcome. Thank you for being with us today. 

Mr. Guitrorm. It is my pleasure. 

Senator Wixt1ams. You may proceed in any way you desire. 


STATEMENT OF DWIGHT D. GUILFOIL, JR., PRESIDENT, PARA- 
PLEGICS MANUFACTURING CO., INC., FRANKLIN PARK, ILL. 


Mr. Guitrom. Honorable members and your esteemed committee, 
I am the general manager of a business employing approximately 100 
ree’, handicapped persons in the Chicago suburb of Franklin 

ark, Ill. 

This company is principally owned by the men and women who 
work at the wide range of electrical, electronic, and mechanical opera- 
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tions which we perform, usually on contracts from other companies 
who merchandise the end product. 

Though we generally speak of ourselves as subcontractors, we are 
equipped with full facilities and personnel for every step of manufac- 
turing from design of electromechanical and electronic products on 
through metal stamping, making of machined parts, assembly, wiring, 
testing, even to packing and shipping to the user of the end product. 

We have carried numerous products through this full range of 
services, most of which have been civilian, however. 

Paraplegics Manufacturing Co. was formed in 1951 by a group of 
physically handicapped veterans from World War II to provide em- 
ployment for themselves and other physically handicapped men and 
women that would utilize their maximum skills, which employment 
was not then and is not now available in sufficient volume to meet 
the needs of physically handicapped persons throughout the country. 

Our growth has been sporadic, but for most of these years we have 
made a profit, even during the very difficult recession period of 1958. 

During the Korean war, we secured a very satisfactory volume of 
defense business in the form of subcontracts from prime contractors 
that included AN/ARC 27 aircraft communication equipment, con- 
trol consoles, radio frequency cables, wired terminal boards, walkie- 
talkie wire harnesses and coils for the DEW line radar network from 
such companies as Western Electric and Admiral Corp. 

Paraplegics Manufacturing Co. continued to receive subcontracts 
from these and other prime contractors until the advent of the policy 
adopted by Armed Forces procurement agencies under the terminol- 
ogy “weapons systems procurement concept.” 

As the full impact of this procurement policy was felt throughout 
the electronics industry, our subcontracts for defense equipment were 
virtually eliminated. 

Our customers for past subcontracts had in most every case lost the 
business on equipments which they had subcontracted to us; the pur- 
chase had now been made by the defense procurement agency as part 
of a complete “weapons system” contract placed with an airframe 
manufacturer, one of the electronic giants for radar or communica- 
tions systems or a development group who were “managing the 
system.” 

We made immediate and oft-repeated contacts with the prime 
contractors for these “weapons systems” that embodied equipments 
which we had previously built. Not one single Government subcon- 
tract resulted. 

The story was pretty much the same. They were enlarging their 
facilities to take advantage of the bonanza which this new procure- 
ment policy had dropped into their corporate laps. 

While our plant and personnel were idle, these “weapons systems” 
contractors were working day and night, and building new facilities 
to duplicate ours and those of countless other former subcontractors, 
thus taking advantage of accelerated depreciation to possess new 
plants and equipment at the cost of all taxpayers. 

Direct contact with the armed services procurement agencies was 
oy unproductive. A good example was our contact with Air 

ateriel Command and Research and Development Command at 
Wright Field, Dayton, Ohio, where we were shown every conceiv- 
able courtesy, and, needless to say, we developed some pretty high 
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hopes for the future. However, not one contract has developed in the 
several years since, during w hich we have been faithfully preparing 
quotations on odd jobs, sent to us for open bidding from these sources. 

It is interesting to note that despite our proven record as a sub- 
contractor of military equipments and also frequent contacts with 
armed services procurement agencies, we have never been asked to 
participate in a “negotiated contract,” much less have we ever per- 
formed one. 

Reference to the 10th seniiannual report of thé Small “Business 
Administration, indicates that during the period of July 1, 1957, 
through May 30, 1959, over $15 billion of defense contracts were 
placed on negotiated contracts, out of a total amounting to over $20 
billion placed during the same period. 

Of this $15 billion in defense expenditures by the route of negotiated 
contracts, the same source states that small business received onl y 10.3 
percent. 

Thus a fairly simple deduction is possible that bet ween the policy of 

“weapons systems procurement concept” and “negotiated procure- 
ment,” the intent of Congress, as expressed in the existing Small 
Business Act, has failed to be implemented, despite all efforts of the 
Small Business Administration. 

With the virtual elimination of our defense subcontract activities, 
we were faced with the immediate need for expansion of our nonde- 
fense contracts to pick up the slack. 

Over a period of time this has been accomplished and our point of 
highest employment was reached during the fall of 1958 with less than 
5 percent defense work in the plant, as compared to over 90 percent 
during the Korean conflict. 

Some of the companies for whom we have built equipment are: 
Printing press controls: Goss Press 
Control panel assemblies: Iowa Manufacturing Co., Major Equipment Co. 
Garage door openers: Crane Electric Co. 

Moisture detection controls: Mueller Mist Irrigation Systems 
Timing devices: I. V. I. Products Co. 
Cable, wiring assemblies, and harnesses: Admiral, Bendix, Western Blectric, 

Motorola, Bell & Howell, Simpson Electric, Hotpoint, ete. 

TV sockets and mobile speakers: Motorola 

Transistorized amplifiers: Extron Corp. 

Electronic controls: Sciaky Bros., Cherry-Burrell, Sears, Roebuck 

Magnetic amplifiers: NuArc Electric Co. 

Electronic flash and camera equipment: Hershey, Bell & Howell, Geiss-America 
Coil, solenoids: Western Electric, Advance Transformer, etc. 

Special test equipment: Globe-Union, A-C Spark Plug, Minneapolis-Honeywell 

Starting with the last quarter in 1957, the recession knocked out our 
volume, and at one point we were down to the point where there was 
not more than a week’s work ahead for our last 10 employees. 

Somehow, somewhere, new customers were secured and gradually 
old customers released held- -up orders. By midsummer of 1958 we 
had a good share of our force back to work, and by now we have peak 
employment once more and a greater active customer list than at any 
previous time. 

However, defense subcontracts continue to decline and we have had 
no direct or prime contracts in the past year. 

We believe that our company is capable of performing the design, 
manufacture, and testing of countless equipment used in the Armed 
Forces procurement program. 
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Our record as subcontractors of defense equipments has been excel- 
lent, and certainly our present customers, which represent some of 
America’s largest corporations, would not buy from us were we not 
fully competent. 

Our goal is to secure the same ratio of defense to nondefense pro- 
duction that the dozen leading American corporations have who are 
directly our competitors for a place in the American economy. 

The Congress has most clearly expressed its intent to have small 
business secure “a fair proportion of the total purchases and contracts 
for property and services” in the Small Business Act and amend- 
ments. Provisions of the present law are not adequate to accomplish 
this objective in view of regulations and practices of military buying 
offices. 

Evidence of the inadequacy is to be found in the SBA report that 
smal] business for the fiscal year 1958 received only 3.9 percent of the 
business placed on hard goods, which includes the field in which 
we operate, aircraft, missile systems, ships, tanks, automobiles, weap- 
ons, ammunition, electronics and communications. 

For fiscal 1957, small business received 5.3 percent, or 36 percent 
more than in 1958. There is no reason to believe the trend has been 
changed for fiscal 1959. 

I would like to suggest action that will enable small business to 
receive its needed share of our industrial economy that is based to a 
high degree upon defense production. 

With regard to prime contracts, an extension of the authority of 
the Small Business Administration is badly needed. The present 
Small Business Act establishes procedures for certain prime con- 
tracts to be set aside for bidding exclusively by small business. 

Helpful as this has been, the scope of such set-aside contracts has 
become very limited, particularly with regard to so-called hard goods, 
which includes electrical and electronic equipments that are our pri- 
mary product. 

The 36 percent decrease in awards to small business in 1 year makes 
this apparent. 

Primary in the creation of this handcuffing of the Small Business 
Act has been the trend to weapons-systems procurement, that is to 
some degree made necessary by transition to sophisticated defense 
weapons. 

There is no doubt that this systems handling of defense procure- 
ment will be substantially accelerated:as every month passes, particu- 
larly with the provisions included in Senate bill 500, now referred to 
this committee, about which I will make later comments. 

With regard to subcontracts, adequate provisions are not present 
in the Small Business Act to assure small business of fair participa- 
tion in the defense procurement program through subcontracts from 
prime contractors. 

Armed services procurement agencies have complete freedom from 
any requirement to embody responsibility of the prime contractor 
in the contract to subcontract to small business. 

Most prime contracts contain a clause that the prime contractor 
must subcontract whatever portion of the contract that is feasible. 
This is a worthless provision and generally serves only as a removal of 
any requirement for subcontracting. 
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Furthermore, the prime contractor is allowed less percentage profit 
on subcontracted goods than equipment built by his own company, 
under rules established by renegotiation regulations. 

This interpretation of an act of Congress may have merit from 
some standpoint, but it is repeatedly cited to me when we try to pry 
loose some of the work being done by prime contractors. It is deti- 
nitely contrary to the interests of small business. 

From time to time, individual prime contractors publish figures on 
their volume of subcontracting, and these in turn are reflected in some 
Government statistics. Perhaps this committee would like to hear 
what some authorities class as “subcontracts” or “subcontracting.” 

No less than Webster’s dictionary states: “Subcontract * * * a 
contract by which one agrees to render services or to provide materials 
necessary for the performance of another contract.” This certainly 
provides the opportunity for hocus-pocus in preparing such figures. 

The Walsh-Healey Public Contracts Act also supports this omnibus 
inclusion of nearly all purchases in the classification of subcontracts, 
in section 30, “Rulings and Interpretations No. 3.” 

Similarly, the armed services procurement regulations, under arti- 
cle 3-808-5, say “* * * subcontracts may be placed for work, raw 
materials, parts and components.” All of this means that the actual 
volume of true subcontracts that are made available to small business 
on defense procurement is relatively small. 

A reasonable industry interpretation excludes from true subcontract 
totals all supply items, basic components, raw materials and outside 
services other than for actual manufacture of subassemblies. 

Direction of prime contractors to provide small business with sub- 
contracts on a voluntary basis can be no more successful * * * than 
were all wages and salaries paid to a few thousand select persons in 
this country, and they were “directed” to look after the rest of us. 

Only by provisions in the Small Business Act which will enable the 
Small Business Administration to insert in suitable defense procure- 
ment prime contracts requirements that the prime contractor subcon- 
tract to small business the fabricating of specific assemblies needed for 
fulfillment of the contract, can small business be assured of fair 
participation in the defense program, and their status as a national 
asset, be preserved. 

Frequently, defense prime contracts now contain clauses requiring 
that specific portions of the contract be subcontracted to named com- 
panies. However, this procedure is not used to protect small business. 
It is primarily employed to give the procuring agency control over 
sources of supply for whatever reason may apply. 

The Small Business Act already provides for set-aside of prime con- 
tracts by the Small Business Administration. This was satisfactory 
to all concerned prior to the advent of weapon systems procurement. 

Extension of the set-aside authority and responsibility for the Small 
Business Administration to include assemblies and equipment within 
the prime contract would be well within the concept originally created 
by the Small Business Act. 

Though the procurement agencies may find fault with such plan, 
the personnel of the Small Business Administration will, no doubt, be 
competent to operate the set-aside of assemblies and equipments with- 
in the prime contract, as they have proven eminently successful in the 
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program of set-asides for suitable prime contracts prior to the advent 
of weapons systems procurement. 

I have also been asked to comment on S. 500. Would you like me 
to proceed at this time ? 

enator Wirtu1aMs. Well, perhaps we will pause to see if there are 
any questions dealing with the subcontracts. 

Mr. McInarnay ? 

Mr. McInarnay. I have no questions. 

Senator Wiiu1AMs. I do not believe I have any questions on that; 
so, you may proceed, sir. 

Mr. Guitror. I have been asked by this committee to comment 
on certain provisions of S. 500, as they affect the Small Business 
Administration. 

Section 3(a), and I quote Senator Smather’s letter of April 7: 

It establishes competitive negotiation as an alternative to advertised pro- 
curements, while leaving simple “negotiation” authorized only when it falls 
into one of the 17 statutory exceptions. 

Restrictions placed on negotiation of contracts by the armed serv- 
ices are far outweighed by the establishment of the new procedure 
“competitive negotiation.” 

It is our opinion that this provision of this law would form a prac- 
tical standpoint, allow Government agencies to substantially reduce 
the amount of procurements that must be purchased by open com- 
petitive bidding. 

Such a step will further handicap small business, due to its inability 
to maintain representation capable of handling “competitive negotia- 
tions” at the widely scattered points of Government procurement. 

2. Section 4(e) (e): 

Calls for performance specifications wherever practicable in lieu of specifica- 
tions in terms of design and manufacturing details. 

The substitution of performance specifications wherever practicable 
in place of specific design and manufacturing details will greatly 
reduce competition on bidding for many Government contracts. 

On procurement of many equipments, the contractor who has been 
the previous supplier, or has held the development contract, will be 
the only one able to bid accurately if so-called performance specifi- 
cations are to be substituted for design and manufacturing detail 
specifications. 

This change can only be construed as building a fence of protection 
for present contractors against competition, contrary to the interests 
of our national economy and defense etfort. 

ae Ty Se 

Provides that the agency head may include in the prime contract that certain 
designated subcontracts shall be limited to competition between small business 
concerns. 

The provision allowing “the agency head to include in the prime 
contract’ that certain designated subcontracts shall be limited to 
small-business concerns” is inadequate protection for small business. 

Congress has previously expressed a desire for small business to 
share in that segment of our economy which is devoted to defense 
goods production. This provision will not accomplish such objective. 

Furthermore, small business does not need any provision limiting 
competition for the procurement to small business. Small business, 
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in general, can provide such defense materials and services as are suit- 
able for their bidding at prices equal or below those of big business. 

The problem of small business is for an opportunity to bid on prime 
or subcontracts suitable for their performance. 

Comments that follow on the systems procurement concept will fur- 
ther detail this problem. 

4. Section 7: 

Provides for operational systems to be purchased from a single prime con- 
tracter who will be responsible for design, development and production. 

“Provides for oper: ational systems to be purchased from a single 
prime contractor” appears to be only the legalization by act of Con- 
gress of a practice that is now the policy of the armed services pro- 
curement agencies. 

Without ‘attempting to assess the necessity for such procurement 
procedure, we would like to call your attention to the following very 
evident facts regarding such policy: 

(a) In the initial stages of W orld War II, the armed services 
relied upon such a procurement policy. When the defense effort be- 
gan to be effectively organized, it was found that certain prime con- 
tractors had “systems” contracts from separate and noncoordinating 
procurement agencies, that totaled more than 10 years production 
for their facilities. 

At the same time, many contractors were unable to secure prime or 
subcontracts for these equipments, which they were in a position to 
supply. 

Under the able direction of procurement officers and War Produc- 
tion Board specialists, the prime contractors were directed to sub- 
contract much of their backlog, often to small business. 

Once these initial backlogs were absorbed, new prime contracts were 
let, for much of the individual equipments that had been purchase as 
“systems” previously, to the smaller firms that had been subcontrac- 
tors on the first round. 

Only through these efforts by procurement officers and the WPB 
did the United States avoid the fate that would have faced it with 
“too much, too late.” 

(b) The Congress has previously enacted legislation intended to 
assure small business of a proper share in the defense program, but 
subsequent Government procurement policies have substantially ne- 
gated the effectiveness of the laws. 

The purchase of operational systems from a single prime contrac- 
tor, which it is now proposed to authorize by act of C ongress, has al- 
ready been responsible for severely reducing the amount of so-called 
hard goods that are available for bidding by small business. 

Figures on armed services procurement ‘contained in the semiannual 
report of the Small Business Administration, show the serious de- 
cline in the participation of small business in the defense program: 





Small business percent 








1957 1958 
I Ea elk bees chee) esas heck Lk fd sie blab Guat tpolegcdohe~ 10.0 9.9 
ETS 6 oncvtee = am ae icala cats ass teehee aan 2.0 1.5 
eee 2 oss OVS SL ieee eeR tei ds 1.9 1.3 


eS 


~ wei 


th 








ouo 


SMALL BUSINESS IN DEFENSE SUBCONTRACTING 61 


These percentages are steadily declining, primarily as a result of 

the “weapons systems procurement concept,’ which is is now pro- 
osed to cover by an act of Congress. Legislation must be enacted 

that will assure small business of the same proportionate share of 
defense business that their large competitors enjoy. 

Summary of available data shows 10 major contractors to the armed 
services having over 50 percent of their output on Government con- 
tract. 

Yet, in the same fields as these companies operate, called by SBA 
as major hard goods, small business secures only 3.9 percent of the 
procurement. Provision must be made by Congress requiring these 

rime contractors to subcontract to small business substantial por- 
tions of their defense contracts. 

Prior to the utilization of the weapons systems procurement con- 
cept, existing legislation enabled the Small Business Administra- 
tion to secure “set-asides” of prime contracts for the exclusive bidding 
of small business. 

Now, the effectiveness of this procedure for assuring participation 
by small business in the defense program, has been seriously reduced. 
Evidence is contained in the SBA report stating that the small busi- 
ness percentage of hard goods for defense was reduced in 1958 to 3.9 
percent, as compared with 5.3 percent in 1957. 

The original assistance which Congress gave to small business will 
be reestablished by enactment of provisions enabling the Small Busi- 
ness Administration to “set-aside for subcontracting to small business, 
assemblies, equipment, and services” which are embodied in prime 
contracts, including those for weapons systems. This should be done 
prior to award of the contract, in a manner much the same as prime 
contracts are now “set-aside.” 

Were Congress to restate their desire that small business participate 
in the defense procurement program to the extent that the ratio be- 
tween defense and nondefense production for major big business con- 
tractors be equaled for small business contractors, the foregoing 
suggestion for set-asides would have a specific objective that would be 


in the best interest of national defense and the maintenance of a free 
American economy. 


5. Section 9: 


Exempts fixed-price contracts, contracts made after formal advertising, and 
incentive-type contracts from the renegotiation statutes. 

We do not have a background of experience that would make our 
comments useful on the need for elimination of any class of Govern- 
ment contract from renegotiation. Small business will, no doubt, 
accept the problem of renegotiation if it can only secure its proper 
share of the armed services procurement dollar. 

Senator Witu1aMs. Thank you very much. 

Are there any questions on this? 

_ First I would like to comment that the bill, S. 500 referred to also 
in your earlier testimony on the subcontract problem has been referred 
tothe Armed Services Committee, not to this committee. 

Mr. Guitrom. I am sorry. 

Senator Witx1aMs. I just thought the record ought to reflect that 
fact. 

Mr.Guitrom. Yes. 

40407595 
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Senator Witu1ams. We would like to go back to the other testimony 
for a moment. 

Mr. Guitrom. Surely. 

Mr. McInarnay. Senator Saltonstall’s assistant has requested that 
we ask you whether the Small Business Administration has been help- 
ful to your company. 

Mr. GuitFo1. I believe it has been most helpful, not just as a com- 
pany, not necessarily in the obtaining of Government subcontracts, 
Their technical advisers have been alled on occasion and we also were 
the recipient, about 4 years ago, of a small business loan, which should 
be paid off within the next 12 months, and has subst: antially helped our 
organization. 

Mr. McInarnay. You have pointed out today that the methods of 
procurement that are utilized to an ever-greater extent, at least in your 
case, have completely, or almost completely, closed you out of doing 
defense business ¢ 

Mr. Guitrow. Very definitely. 

Mr. McInarnay. In your experience with other small businessmen, 
how extensive do you think this sort of situation is? 

Mr. Guitrom. Well, I think it is quite extensive in certain lines that 
are applicable to these weapons-systems-procurement concepts, 
Where there is a continuing buying of other classifications of goods, 
they are not affected to the degree that we have been. 

Mr. McInarnay. You know of other small businessmen who 
formerly worked to a great extent performing Government defense 
contracts that are no longer in the field today ¢ 

Mr. Guitrom. Oh, yes. In our area, the community of Franklin 
Park, that is loaded with small job shops, and the like, and quite a 
few of them have gone out of business, and others have just gone into 
commercial items and do not even bother to go after Government 
work today. 

Mr. McInarnay. I suppose that a lot of these companies had quite 
extensive facilities during the course of their work for the Gov- 
ernment ¢ 

Mr. Guitrom A variety of facilities that I understand, during 
World War IJ—I was in the service at the time—were used to a great 
extent and to great advantage, and these people who are now out of 
business, of course, will not be available in the event of another 
emergency situation. I think it is quite dangerous. 

Mr. McInarnay. These are the facilities, quite expensive at times, 
that you say over the last few years have been duplicated in the shops 
of the : arge primes / 

Mr. Guitrow. Very definitely. I think it is a matter of record with 
the airframe manufacturers, in particular. Announcements can be 
read in periodicals daily where they are setting up their electronics 
divisions to handle the surplus that they have, that prior was Govern- 
ment-furnished equipment, and was procured in other areas, and 
filtered down either in prime contracts or in subcontracts to the small 
businessmen. 

Mr. McInarnay. Did you cover what your peak employment was 
of your company and what it is now / 

Mr. Guitroi.. Yes; in my opening statement. We have a hundred 
people, approximately, today. 
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Mr. McInarnay. I see. 

Well, now, in following this question of the work that you formerly 
did and that these other small businesses formerly did, now being 
accomplished in the plants of the prime contractors, how much stock 
do you put in the issues that are often raised that the questions of 
reliability and quality are so important—or at least we have heard 
some people make this statement—that it is very hard to find a small 
businessman competent to—— 

Mr. Guitrort. I believe that to be a myth, but maybe I am 
prejudiced. 

I think the small businessman is quite capable, and I think he has 
a proven record of capability. If you just look over the procurements 
in World War II, when we needed them, I think it was proven that 
they are capable, and in many instances, I think the small business- 
man is more capable than a large company because he is not bound 
up with so much redtape. 

Senator Wiiuiams. I do not have any questions. I do want to 
make one or two comments. 

I know that we all here applaud the work that you and your organ- 
ization are doing in creating productive employment situations for 
handicapped people. Of course, this, as we all know, is a national 
shortcoming, and, if not discrimination, there is not that extra effort 
to find productive opportunities for handicapped persons. Where 
it is done as dramatically as it is in your company, we can do nothing 
but applaud this contribution to our society. 

I think it is interesting, too, that your organization has a vitality 
here, as shown in the fact that, because of your decreasing oppor- 
tunities for defense contracts or subcontracts, you, to survive, had 
to reach out and find civilian lines. That is one of the things Mr. 
Barnes mentioned this morning, the need for companies to have a 
broader base than just their defense work. You certainly have been 
eminently successful. 

I do not suggest that that should deter us in our efforts to find 
new ways to bring you into or keep you in defense contracting busi- 
ness, but it certainly shows a vitality that we applaud. 

Mr. Guitromw. That has been a constant objective. Also, I may 
point out that ours is not a sheltered workshop. We are a private 
corporation, paying taxes and standard wages to all of our employees. 

Senator WiintaMs. Thank you again, Mr. Guilfoil. 

Our next witness is John B. Deinhardt, who is treasurer of the 
J. Leukart Machine Co., Inc., of Columbus, Ohio. 


STATEMENT OF JOHN B. DEINHARDT, TREASURER, J. LEUKART 
MACHINE C0., INC., COLUMBUS, OHIO 


Mr, Dertnuarpr. Gentlemen, my name is John Deinhardt, and I 
reside at 204 Worth Remington Road, Columbus, Ohio. I am a 
Certified Public Accountant and have also had training in Army 
Finance termination schools during World War II. I was assigned 
for approximately 2 years to renegotiation and termination work in 
the Army. After having organized and helped manage several small 
businesses, I became associated with the J. Leukart Machine Co., Inc., 
of Columbus, Ohio, of which company I am now the treasurer and 
amember of the board of directors. 
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I want you to know what a great privilege it is for me to be invited 
to appear before this committee to give my opinions on certain phases 
of subcontracting under Government prime contract. Because I have 
had opportunities in the past in various capacities to observe the prob- 
lems that small business has with subcontracting, as well as recently 
in connection with my current position, I would like to present these 
comments, not in behalf of any particular business, not representing 
any one company, but as an individual endeavoring to do a job. 

This job is that of doing to the best of my ability what I can for 
the country as a whole and, in this case, especially for subcontractors, 
and more particularly for small subcontractors. 

Although my thoughts on this subject are naturally affected by the 
experiences of other individuals and other companies, they will deal 
with my most recent and closest experiences which are those I have had 
in my present position. I have been assoicated for 8 years with our 
company and will draw upon its experiences as well as those of its 
president, Walter J. Leukart, Jr. 

Mr. Leukart is a third generation small businessman, inasmuch as 
the company was started in 1896 by his grandfather. It did general 
job shop work until approximately 1948, when it concentrated to a 
greater extent on the precision machining field. Since that time, the 
work of this company has included over $15 million worth of defense 
subcontracting work, mainly in the aircraft engine, airframe, guided 
missile, and nuclear reactor fields. It has also engaged in the design- 
ing and building of custom-made automatic machinery for various 
industries, and manufactures several proprietary products. The 
number of employees of this corporation has increased from as few as 
15 in 1948 to 184 at the present time. 

As I have stated, specific comments will be the result of definite 
experiences, many with my company. Because these experiences are 
merely background for the technical points I wish to make, I will refer 
to them without identifying the parties involved. This is not only 
for the obvious reasons, but also because my discussion today is not to 
criticize any specific companies, but only to point out certain general 
procedures as they are created or allowed to exist under current Gov- 
ernment procurement regulations and practices. I hope you will re- 
spect my position on this. Also, largely because of the technical 
aspect of some of these comments, I believe I should state that my 
opinions might not all necessarily be those of all of the management of 
my company. 

Before I discuss specific items today, I would like to make just a 
few general comments in regard to small companies. America’s re- 
sponsibility is to lead the world. Surely not from the control aspect 
and desire for power, as other countries would see it, but from the 
aspect of supporting free economy, human progress and dignity, and 
preserving these and all freedoms for posterity. America can lead 
only if it is strong physically and economically. I am convinced that 
our strength today is based upon the quality that comes from a large 
number of contented, unthwarted, hard-working individuals. This 
same strength is made greater, especially in regard to our economy, by 
the quality that comes from a great quantity of small units of business 
existing with a feeling of security, but with the challenge of competi- 
tion and the effort of hard work nurtured by the knowledge that 
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rogress and growth are possible. Growth is necessary for small 
oan so that it may become big business and, in turn, create the 
need for and be helped i. new small businesses. 

We must think about where our country would be without the 
strength, research dollars, and the organization for great action re- 
quired today, especially in times of emergency, of our large corpora- 
tions. I could dwell on this at length, but we all know our country 
would not exist without big business. 

We realize then, that both large and small business must exist. 
Neither can stand alone. Let us consider for a moment the physical 
strength of our country as it is increased by small business. There 
are proposals to build large plants underground for defense and there 
are proposals to disperse large plants throughout the country. 

These are proposed to protect our physical strength in case of dis- 
aster. Would not this strength be even greater, and would we not be 
in a better position to defend ourselves and continue our production if 
the larger atten concentrated on research, the designing of new 
products and assembly of end items while subcontracting component 
parts and subassemblies, wholly or partially, to at least two strategi- 
cally located sources ¢ 

Such alternate sources, fully tooled and trained, could best insure 
this defense by the virtual guarantee of uninterrupted production. 
Such planning would not only have great latent strength but would 
also have the speed of developing such strength which comes with 
flexibility. ‘The next time disaster strikes, we may not have enough 
time. We twice have seen our country, during the lifetime of many of 
us today, rise to its full might in time to prevent disaster. In this age 
of supersonic planes, guided missiles, and hydrogen bombs, we dare 
not count on any lead time. 

Our enemies are well aware that once we start rolling, we are 
mighty and hard to beat. When they are prepared to strike, they are 
likely to keep this in mind. In jeder to make sure we are not only 
ready to roll, but are actually rolling, we must make sure that we have 
trained entrepreneurs, managers, supervisors, and men. As we are 
endeavoring to raise the general basic educational level of all people in 
our country through legislation and programs which might be costly, 
so should we make sure the general technical level of all of our busi- 
ness, even the back alley shops, is raised through legislation and defi- 
nite programs. In time of trouble, it could be the many capable small 
business sources which could save the production of the country and 
thus the country itself. 

Small] business has been of great importance to our country before. 
The very first small business to have a Government contract. for a mass 
produced article was a proprietorship. It was Eli Whitney, who in 
1798 was given a contract to manufacture 10,000 muskets, a precision- 
manufactured item. He produced by thrusting aside the trade guilds 
and monopolists and becoming the first to effect the division of labor 
by which each part was separately made. Since that time many small 
businesses have performed outstanding tasks. 

I believe our company, with its personnel, is one of these. It has 
produced complicated tooling at a lower cost, in a shorter length of 
time, and with higher quality than had been produced by companies 
with much more complicated and expensive organizations. This same 
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accomplishment in tooling has been made on production items. On 
one part in particular, the prime contractor had experienced a high 
scrap percentage. The Leukart top management, working directly 
with the man on the lathe, developed a new manufacturing procedure 
which practically eliminated scrap and enabled it to reduce the selling 
price of the piece considerably. 

This is an example of why, in our complex technical age, direct 
communication between management and the man on the machine is 
necessary. This is best attained in small business where the president 
of the company might be the engineer, the sales manager, and the 
purchasing agent, and is the one who can make quick decisions and act, 

As for the economic strength, while we are preparing a physically 
strong America by having a myriad of small businesses, we are also 
employing more men, creating the need for facilities, and increasing 
the commerce developed by the existence of many small businesses 
rather than a few large ones. Realizing that small business does not 
need to be protected and pampered, but does need to be given an even 
break for survival, the Government must aid in several ways. There 
is the tax program to be modified so that there not only is incentive 
for small business to continue its struggle, but also adequate oppor- 
tunity left after the struggle so that existence may continue. 

__ Certain particular items along this line, such as depreciation rates, 
the new threat of 50 separate State taxing programs, and others, 
should be considered. Another separate problem is that of making 
sufficient financing available to small business so that it can obtain dol- 
lars the same as financial resources-consuming stronger corporations. 

We come now to the particular area we are discussing today, the 
difficulties experienced by small business as subcontractors on Gov- 
ernment prime contracts. I shall divide these into four parts: first, 
those dealing with subcontracts; second, those concerned with interim 
financing; third, those which result from escalation procedures; and 
fourth, termination procedure difficulties. I shall discuss these in 
order. 

First, by not regulating the form of the subcontracts, I believe the 
Government is being “penny wise and pound foolish” and further is 
making impossible the existence of a business doing subcontracting. 
What has happened to the profit-incentive type of business and the 
competitive fixed-price bidding, I do not know. Recently, subcon- 
tracting has been done under cost reimbursement contracts of one type 
or another. We have experienced the necessity of taking many con- 
tracts containing provisions for limited upward escalation and un- 
limited downward revision of price. 

Do you see the danger of such procurement procedures? Incentive 
is given to be a high-cost producer. We all realize that no one can 
be right all the time and with such contracts the offsetting of losses 
by profits is impossible. By this I mean that where costs exceed the 
target price plus the escalation percentage, they are unrecoverable. 
On the other hand, where costs are below the target price, only a 
nominal overall average profit is allowed on such costs. 

This inevitably will lead to the business failure of the subcontractor 
unless he has other business upon which he can depend to subsidize 
Government work. None of us, I am sure, would like to see such a 
situation as this continue. In the case of these cost-reimbursement 
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type contracts, money, when regained by the prime contractor, may 
be used to offset losses on other parts of the contract. This serves to 
level out the prime contractor’s overall operation and results in the 
savings not necessarily being recovered by the Government. 

If a contract of this type is desired, then the same incentive type 
coatract which is oftentimes issued by the Government to the prime 
contractor, should be prescribed for issuance by the prime contractor 
to the subcontractor. The contract would be one by which the sub- 
contractor would share in savings made in costs below a target point, 
along with the prime contractor and the Government. 

This would result in additional reward to the subcontractor for effi- 
cient, cost-saving production rather than penalizing it by taking away 
not only all of the cost savings, but by reducing its profit because of 
the application of a percentage for profit to the remaining lowered 
costs. Under a fixed-price procedure, companies in fair competition 
with each other made profits on one hand and suffered losses on the 
other. The qualified businessmen made more profitable sales than 
losing ones, and they stayed in business, paid taxes, and prospered. 
I am aware that you might say that there are possible evils in the 
fixed-price procedure, that there is the possibility of the level of 
pricing becoming so high that profits become too large. Are there not 
other remedies for this, such as the General Accounting Office audit 
which can be made on an industrywide basis to determine when such 
conditions are existing ? 

Is there not competition which, operating freely, will regulate prices 
better than any artificial regulation that can be imposed? Another 
question is, are we becoming too competitive? I believe there should 
be freedom to make a profit, not just a bare profit, but a large enough 
one so that there is money left with which to do research, investigation, 
and expansion. 

Another subject comes to mind with the new overall operational- 
systems concept of procurement in which contracts are being let for 
an entire project, including research, development, and manufacture. 
Large businesses, we know, are the only ones—and I believe I should 
add here, are possibly presently the best qualified ones—which can 
handle such prime contracts, and, in such contracts, they are being 
placed in the position the Goverment formerly occupied. All of the 
forces, social and economic, which formerly influenced the Govern- 
ment when it let out the various phases of work under various proj- 
ects, are not operating in the case of the large business and will not 
operate unless they are provided for in the prime contract as it is 
issued by the Government. 

If a certain percentage of subcontract work would be prescribed in 
the regulations, the initial effect is obvious. The subsequent advan- 
tages may not be as easy to see. At the present time, small business 
is being used where it is strongest; namely, in acting quickly and 
getting programs off the ground. Then, oftentimes at the expense 
of the Government, such subcontracting programs are curtailed with 
such work being taken back into the prime contractor’s plant. Maybe 
this is after successful manufacturing procedures have been deter- 
mined by the subcontractor and the prime contractor then has the 
benefit of such knowledge. As an example, there was one case where 
even after spending thousands of dollars for tooling and without 
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producing successfully, the prime contractor gave an order for a frac- 
tion of the amount for tooling and an order for 25 pieces, with a 
promise of more to come. After effort was expended, loss taken on 
the tooling and the 25 pieces successfully produced, the balance of the 
production was never ordered. 

Another specific instance, gentlemen, was where our company was 
offered a contract for a certain number of pieces for each of three parts, 

I would like to add here that our company was particularly well 
qualified to make these parts, and the prime contractor was urgently 
in need of them. Our company stated that it would be unable to ex- 
pand its facilities and reserve its equipment for orders calling for less 
than four times this amount. An initial order was given for the small 
quantity with the understanding that a subsequent change would in- 
crease the quantity to the desired and agreed upon number. 

Such a change was made and our company invested hundreds of 
thousands of dollars, but, subsequently, all three orders were ter- 
minated. On one order only two pieces had been produced, and on the 
other two, only approximately one-third to one-half of the orders had 
been filled. The production on these items was taken back to the prime 
contractor’s own plant. Contracts calling for certain percentage of 
subcontracting or certain items of certain contracts to be given to small 
businesses would help to eliminate situations such as this. In many 
cases, I believe, the prime contractor is unduly influenced in his make- 
or-buy decisions not by which will result in the lowest cost, but by how 
much open capacity there is in his other plants. We believe it might 
be well, for this reason, to have contracting officers, somehow, directly 
or indirectly, sit in on the make-or-buy decisions. 

My second point is that, in subcontracts, I believe, interim financing 
should be provided. My company recently received a subcontract for 
approximately $2 million which required a great outlay of money for 
inventory and receivables. Progress payments were requested on costs 
incurred on this redeterminable contract. In this particular case there 
were some negotiations with our prime contractor indicating we might 
obtain some relief. 

A statement was made, however, that we were the only company 
having made such a request, and that the great amount of administra- 
tion necessary to carry out the progress payment procedure would be 
burdensome. Finally, the entire request and negotiations were dropped 
with no explanation and, of course, no money. 

The prime contractor was probably right in his action, strictly from 
the standpoint of its own economical operation. The prime contrac- 
tors, however, have provisions for receiving partial payments as they 
proceed on a contract. This operates not only in cost-reimbursement- 
type contracts, but also in other types. Provision should be made for 
such interim financing in subcontracts also, and relief for the prime 
contractor should be provided in making:such payments. 

Third, I wish to discuss redeterminable contracts which contain 
escalation clauses. We have experienced certain specific difficulties 
which I believe are the result of lack of Government regulations rather 
than the fault of the prime contractor. In regard to the audit of such 
contracts, there is no specific audit program established. In the ab- 
sence of any direction, defense agency auditors are using, arbitrarily, 
the same set of rules which govern the audit of ordinary cost-reim- 





rere 


ight 


any 
tra- 


1 be 
ped 


rom 
rac- 
they 
ent- 
. for 
rime 


tain 
Ities 
ther 
such 
» ab- 
rily, 
eim- 


SMALL BUSINESS IN DEFENSE SUBCONTRACTING 69 


bursement-plus-fixed-fee type contracts. I believe this to be unjust. 
In the cost reimbursement type contract, the Government pays directly 
for costs incurred on its account. A redeterminable contract is entered 
into when neither party, the buyer or the seller, has experience on a 
complicated part. The reason for an audit of such a contract is to 
determine the actual number of hours and cost of material involved 
during the experience of actually producing an unfamiliar item. This 
surely requires a separate set of ground rules other than those which 
determine what costs the Government will pay. 

In connection with the interim period between the time the subcon- 
tractor determines that he has money due in addition to the target 
billing price, there should be a procedure whereby the subcontractor 
by certification may obtain some relief on such an investment. 

Such certification could carry strong penalties for incorrectness, 
fraudulent or otherwise. We have recently had contracts which had 
points of redetermination. Long before these points were reached, we 
realized our costs were running in excess of the target price. For this 
reason, month after month, more money had to be invested in payrolls 
and payables than we could bill each month. This had to continue, 
not only until a certain quantity of parts had been shipped, but until 
our cost figures could be determined up to this point, detailed reports 
made to the prime contractor, and numerous other steps were taken, 
including examinations, audits, negotiations, and reports. 

This procedure, in an instance we have recently experienced, covered 
15 months’ time and required investment, from the beginning, of 
amounts up to over $100,000. 

I would like to add here that the $100,000 was finally collected, I 
think, after help which the Small Business Administration gave, after 
we had requested it. 

In another case, it resulted in claims for up to $200,000 accumulating 
and remaining unpaid over a period of from 6 to 9 months. Even 
though the claims have been audited and evidently approved by the 
defense agency, this $200,000 is still outstanding. I know you will 
realize the helpless position that our small business was in as a small 
subcontractor to a prime, as a supplier to a customer. We could re- 

uest, we could slightly urge, but we were powerless to demand action 
ean a customer whom we respect and desire to do business with in the 
future. We believe that the proper procurement procedures set up 
by the Government would eliminate the necessity for small business to 
be placed in this unfortunate position. 

The fourth section is on terminations which have been a source of 
great trouble and expense to us. Here, we believe, the arbitrary ac- 
tions of the prime contractors are the results of insufficient regulations 
and faulty interpretations by the agencies. Some of the difficulties we 
have dealt with are as follows: 

(a) Profits were arbitrarily set because of custom or were applied 
at the lower of actual rate on the contract or average for the company. 

(6) Actual costs incurred up to time of termination were rejected 
because they were supposedly unreasonable, inasmuch as the prime 
contractor did not incur the same cost in his manufacturing pro- 
cedures. 

(c) Other costs were rejected because they amounted to more than 
the prime contractor would have to pay for similar work done by an- 
other supplier. 
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(d) Applications for partial payments on termination claims were 
ignored by prime contractors and higher-tier subcontractors for pe- 
riods as long as a year and 2 months. 

(e) Partial payments, when made, were for arbitrary amounts and 
not those prescribed by the regulations, and I would like to add, or re- 
quested by us. 

(f) Termination claims are lengthy and detailed, requiring a great 
deal of time tocomplete. We: admit that such work in large amounts, 
coupled with escalation claims, overtaxed our minimum staff so that 
we did have difficulty accomplishing all of the paperwork on time. 
The subcontractor is governed, nevertheless, by regulations as to the 
time it has to accomplish the work. 

(g) After the claims are filed, there is little regulation to force the 
prime or higher tier subcontrac tor to process the ‘claim, 

(h) Even though the contracting officer dictates to the prime con- 
tractor much of the policy which affects the subcontractor, the subcon- 
tractor is refused access to the contracting officer unless it makes a 
written statement that it refuses to negotiate further with the prime 
contractor. This is a bad position for a business to be put in with its 
customer. 

Our specific recommendations to correct such practices would in- 
clude the enforcement of the percentages prescribed by the regulations 
for partial payments, the addition to the regulations of a time limit 
in which partial-payment requests had to be acted upon, the setting of 
a time limit on the completion of the processing of the subcontractor’s 
claim on the prime, and the provision for joint meetings with the 
prime contractor and the contracting officer you request. 

These are my four points of discusison on the difficulties I have ex- 
perienced along with some suggestions to alleviate them. 

I believe all of my comments can be summarized with the statement 
that I would like to see the subcontractor stand in the same relation- 
ship to the next higher tier subcontractor or prime contractor that the 
prime contractor stands in with the Government and that all prime 
contracts should carry provisions that will insure that such relation- 
ships will exist by the nature of the subcontracts, and, further, that a 
certain percentage of the subcontracts should be given to small 
business. 

In regard to the form of the subcontract, it should be fixed-price or 
incentive type. Interim financing should ‘be provided which would 
not be at the expense of the prime contractor but which would alle- 
viate many of the financing problems of small business which the 
Government is attempting to handle in other ways. In regard to rede- 
terminable type contracts, provisions should be made for interim fi- 
nancing, specific audit procedures and time limits. Terminations 
should not cause the terriffic burden and strain on small business that 
they are imposing, but rather should be settled in the spirit in which 
the regulations were written with full interim financing prescribed and 
enforced, with time limits set on final settlement, and with amicable 
access of the subcontractor to the contr acting officer available. 

This, gentlemen, is my statement, I am afraid that it does not 
reflect my full thinking on all of the subject completely or as well as I 
would wish. I hope that if there are questions, you will feel free to 
ask them. Inasmuch as this statement has been prepared on rather 
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short notice, we would appreciate an opportunity to explain our opin- 
ions, give our thoughts, or help in any capacity with research or polls, 
if that would be possible in the future. 

In conclusion, I would like to express again my gratitude for the 
opportunity you have given me today. In your hands has been placed 
a tremendous responsibility for making decisions which I believe will 
make the difference between a strong America or a weak America, 
between a prosperous America or a recession-ridden America, between 
a safe and happy America or one that is not, but mostly between a 
free America or a slave state where the people and their futures are 
governed and determined by too few who might be too strong. 

Thank you. 

Senator Wiiu1ams. Thank you very much, Mr. Deinhardt. 

Are there questions by the staff ? 

Mr. McInarnay. At the bottom of page 6 of your statement, and at 
the top of page 7, you discuss fixed-price contracts. I wonder if you 
will advocate a much greater use of fixed-type contracts, rather than 
cost-type ¢ 

Mr. Dernnarpt. Yes, we do. We believe our product, all products, 
will be manufactured economically as a result of such contracts be- 
cause of the free operation of competition, and the knowledge that 
we have to live with our losses, and our profits equally. 

Mr. McInarnay. We have heard the statement made by one man, 
who was going to testify later here at these hearings, that in his 
opinion there are not too many projects underway at the present time 
where cost-type contracts would be absolutely required. I just won- 
dered, in your opinion, how far you would have to go before you would 
have to resort to cost-type contracts 4 

Maybe I should rephrase the question. Do you think that if the 
opinions that you have on fixed-price contracts were in force, there 
would be very few cost-type contracts let? 

Mr. Dernnarpr. I think there would be fewer of them. I think 
there are now more than are necessary. I think that the prime con- 
tracts, or the contracting officers, could both help or specify—I should 
say help specify or definitely specify to what extent other than fixed- 
price contracts were to be used. 

It is difficult to go right down the line and make a statement as to 
which contracts should be fixed price, and which ones should not be. 
I think, if the desire were to have more fixed-price contracts, the ele- 
ment of competition and the number of businesses which would bid 
on certain items would soon determine whether a cost-reimbursement- 
type contract would be necessary. 

I do not know whether you see what I mean there or not. But, sum- 
marizing it, 1 would say that generally we, as a small business, I know, 
would rather compete on a fixed-price contract, and, if we do not have 
enough knowledge to compete, we would either make that fact known 
to the prime contractor, and he would soon realize what field he was 
in as far as complexity of item went, if he did not already know, or 
we would simply drop out of the picture for that particular item or 
product. 

Mr. McInarnay. To whatever extent cost contracts can be reduced, 
auditing costs to the Government will proportionately be reduced 

Mr. Detnnarpr. Yes, that is right; and also to the small business or 
subcontractor concerns. These auditing costs of cost-reimbursement 
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type contracts are extremely expensive to small business, and they 
are not usually prepared with staffs to accommodate all of the auditing 
and paperwork connected with such contracts. 

Mr. McInarnay. You made an interesting comment on page 8 
about “make or buy” decisions being the result of, not of the costs, 
but by how much open capacity there is in these other plants. This 
would be an obvious basis for the decision if a cost-type contract was 
the one on which the decision was made; is that right ? 

Mr. Dernnarptr. Would you repeat that, please ? 

Mr. McIwarnay. If a contractor is making a make-or-buy decision 
on a cost-type contract, it would stand to reason, would it not, that the 
cost involved would be less important than whether one of his di- 
visions had a few idle men ? 

Mr. Dretnnarpr. Well 

Mr. McInarnay. Maybe that is not as obvious as I thought it was. 

Mr. Dernnarpr. I am sorry, I do not follow you in that. 

Senator WitiiaMs. I did not either. Could you rephrase that ? 

Mr. McInarnay. The prime contractor X has a cost-type contract. 
He huddles his men together and says, “we are going to make the de- 
cision on this component to make or buy.” 

Do you follow me that far? 

Mr. Dernuarpt. You say he has a cost-type contract ; you mean his 
prime contract is of the cost-reimbursement type ? 

Mr. McInarnay. Right. 

Mr. Dernuaror. Yes. 

Mr. McInarnay. Now, he is in the process of the make-or-buy 
decision. 

Mr. Dernuarpr. Yes. 

Mr. McInarnay. Doesn’t it stand to reason at this point that the 
cost involved would be less important than the fact that he has men 
idle to whom he could ship this component rather than buy it outside? 

Mr. Dernnarpr. You are emphasizing the point that, inasmuch as 
he is going to recover the cost through his cost-reimbursement type 
contract, and, even though it might cost more to take it back in his 
plant, he is more likely to do that because he has open capacity ? 

Mr. McInarnay. Iam really asking you toemphasize it. 

Mr. Dernuarpr. I agree. I will emphasize that. 

Mr. McInarnay. On top of page 8 you speak of getting tooled up 
for some units. We heard that same thing earlier this morning, as 
I am sure you did, in the testimony of other witnesses. 

Mr. Dernuarpr. Yes. 

Mr. McInarnay. And apparently you are here to say that you 
join with these gentlemen, that in your own experiences you have 
been asked to prepare for larger orders, subcontract orders, but sub- 
sequently the order was taken back into the plant of the prime 
contractor ? 

Mr. Dernuarpt. Yes, I do agree with them, and it has gone beyond 
that. It has been applied not only on separate specific orders, but 
on entire programs. 

Mr. McInarnay. Is this in your experience? Do you know of 
other small businessmen in your area who have had the same thing 
to happen to them? In other words, we have 9 or 10 small business- 
men coming in here, and we would like to hear what they know of 
other companies, so we can see just how general this practice has been. 
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Mr. Demnarpr. Well, I would rather not go on record as referring 
specifically to other cases, although someone this morning referred 
— : 

Mr. McInarnay. We are not asking you to mention any names. 

Mr. Dertnuarpt. I see. 

Mr. McInarnay. We appreciate your coming in and discussing 
this situation. 

Mr. Dertnuarpr. Yes, we have heard of other instances. 

Mr. McInarnay. I see. 

Mr. Detnuarpr. If I may apply this thought to some of my other 
points: I happen to know specifically of several other companies who 
have had similar difficulties with terminations and escalations, and 
the financing of both of those items. 

Mr. McINarnay. I was going to get to that in a few moments, but 
I am glad you brought it out now, because these are the things you 
are exceptionally qualified, as a certified public accountant, to speak 
on. I hope the military people here take that up with the proper 
people in their departments. 

We have not gotten very far into that phase of the difficulties of 
small business, but it certainly should be examined. 

Mr. Detnuarpr. If I may give a little specific background further 
on that: In World War IT one of my particular assignments was to 
prepare the partial-payment procedure for the Ordnance Depart- 
ment, and I know the thinking then was that the contractor should 
be served, and we had very specific time limits during which time 
we had to set up procedures to make partial payments, because they 
were so important in the event of terminations. 

Terminations are a blow anyway, usually, and an additional blow 
of collecting for investments in receivables and inventories is a bad 
situation. 

Mr. McInarnay. I think you say somewhere in your statement 
that you have an accrued item of $200,000 still outstanding with one 
of your contractors. 

t the bottom of page 8 you speak of a $2 million subcontract, I 
think, and then you say that the entire request and negotiations were 
dropped. This is in reference to a request for progress payments ¢ 

r. Dernnarpr. Yes. 

Mr. McInarnay. Do you mean that you lost the subcontract, or that 
you are performing it and just not getting any progress payment ? 

Mr. Dernuarpr. Yes, that is correct; and I should amend that state- 
ment to read “recently received subcontracts on a certain project, total- 
ing approximately $2 million.” It was not one contract, but it was 
a group of contracts, all for one project. 

Mr. McInarnay. Did you have any comments to make on S. 500? 

Mr. Detnnarpr. Yes, I did. I have those prepared separately and 
can give you copies later. 

Mr. McInarnay. Would you, if you have them available? 
ie Detnuarpr. They are short, if you would like for me to read 

em. 


Mr. McInarnay. I thought we might put them in the record if you 
have them. 


Mr. Detnnarpr. All right, I will present them to you. 
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In regard to S. 500, I would like to make the following comments: 


I believe the basis for these comments is set forth in the opinions I have 
just expressed. 

1. I believe that competitive negotiations should not be used as an 
alternative to advertised procurements. Advertised procurements will 
give the small businesses the opportunity to see what contracts are 
available and the opportunity to bid on them. Anything less than 
this could lead to selective situations which would not be in accordance 
with the free exercise of competition. 

2. Where the bill calls for performance specifications in lieu of 
specifications in terms of designing and manufacturing details, I be- 
lieve that such action would be restrictive where small businesses are 
concerned because design and manufacturing details would tend to 
follow the facilities available in the prime contractors’ plants and 
would restrict competition because of price variation and would be 
from plant to plant in facilities. 

3. In regard to the provision that the agency head may include in 
the prime contract that certain designated contracts shall be limited 
to competition between small business concerns, I believe that this 
should be strengthened so that either the agency head must include 
the provision that items or certain percentage of items should be sub- 
contracted and limited to competition between small business concerns, 
or that other than the agency head would make such a determination. 
This could be accomplished by providing that the same action may be 
taken in regard to subcontracting as now may be taken by the 
regulations by the Small Business Administration in regard to prime 
contracting. 

4. The provisions for operational systems to be purchased from a 
single prime contractor who will be responsible for design, develop- 
ment, and production, although seemingly an economical way in which 
the Government can procure, is likely to become the basis for large 
combines such as cartels unless such prime contracts contain provisions 
which will control the subcontracting and subcontracting procedures, 
especially, in regard to small business. 

5. In regard to exemption of fixed-price contracts, contracts made 
after formal advertising, and incentive-type contracts from the rene- 
gotiation statutes, I believe that incentive-type contracts should be 
exempt from such statutes and that fixed-price contracts should be like- 
wise exempt from the statutes up to a large amount of the total of 
such business done by any one company, for example, $5 million. 

Senator Wixu1aMs. Just two things, Mr. Deinhardt. 

Have you ever seen any example of fixed-price contracts creating a 
situation where the Government was bound to accept the bid of a less 
qualified bidder? I think that is one of the difficulties of the fixed 
price; is it not? 

Mr. Dernuarpt. Well, yes, but I think the qualifications in the regu- 
lations on accepting only the lowest price should stand. I think that 
in any case there should be an examination made to determine that 
the source is qualified to perform the work without regard to price. 
Do you know what I mean? 

Senator WituiaMs. Of course, we have heard in some quarters that 
there is a feeling of some pressure to take the low bid without refer- 
ence to a fine evaluation of the ability of the bidders to produce. 
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Mr. Dernuarot. I believe that that particular thing should not ex- 
ist as a blanket rule, that is, that the low bid would have to be taken. 

There are other items to be considered. I think, as I have indicated 
in some parts of my statement today, on the negative side you have to 
be sure that the Government or the prime contractor is not going to 
be hurt by subcontracting to an unqualified source. 

On the positive side, I think that it is necessary to sometimes de- 
liberately subcontract work to other than the lowest priced supplier, 
again for reasons I have indicated in my statement, that they must 
have—there must be other overall programs examined, such as spread- 
ing the sources, providing knowledge for more than one source of work, 
utilizing existing knowledge which will create quality. 

As somebody said earlier today, it is almost impossible today to 
write specifications finely enough so that they will insure all degrees 
of quality, and I think that a source must be capable of giving quality 
sometimes which comes by experience, and the Government or the 
prime contractor might have to pay for that intangible quality which 
would show up, as a matter of fact, as we have stated before, on an 
examination of the sources, but it would show up only after a very, 
very detailed examination. 

There is one specific case that I know of where a very large invest- 
ment in tooling 1s proposed to be allowed to be idle, where many men 
will have to be laid off, possibly, and where knowledge and experience 
along a certain line is going to be wasted simply because a procurement 
is being made solely for price. 

It is a very significant item and an important item, and here where 
there is a chance to have two sources available to the Government, the 
prime contractor, our defense, and so forth, the one may possibly be 
entirely abandoned in favor of the other for price alone. 

Senator Wiiu1aMs. Tell me this: From your experience have you 
seen whether or not prime contractors are set up to survey the capabili- 
ties of the various potential suppliers ? 

Mr. Dernnarpr. Yes, I believe they are if the survey is conducted 
properly, and the results evaluated properly. By that I mean, some- 
times an overemphasis is made in the opinion of a prime contractor as 
to the amount of work that a subcontractor might accommodate. 
I might have gotten lost there. Let me repeat. Sometimes the survey 
is rather cold and does not leave room for the human element of being 
able to do more things than are obvious on the surface. 

Have I made that point clear, or not ? 

Senator Witur1aMs. I think so. 

I do not believe there are any guidelines laid down for prime con- 
tractors to accomplish other policy goals that you have described here, 
of spreading out capabilities and not getting them concentrated in 
an area. 

Mr. Detnuarpr. There are none that I know of. As someone men- 
tioned before, I think that it is suggested somewhere, and that sug- 
gested program, I think, is looked on by the prime contractors as more 
of a bother, and a report has to be made of their subcontracting 
activities. 

But other than that, there is no definite program, and I think it is 
definitely important for the benefit of everyone, the big businesses, too, 
to make sure that these other aspects are given a chance to be exercised. 
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Senator Witu1AMs. Well, you have given us a very broad look at this 
total problem, some good philosophy, and some good policies. We 
appreciate it. 

I want to ask one further question. I do not believe it appears in 
your statement just what your company does do, and what its size is, 

Mr. DermnHarpr. Well, it does. The subcontracting work is precision 
machining on parts and subassemblies for the fields I have mentioned 
of aircraft, jet aircraft enginees, airframes, guided missiles. 

Senator Wi1aMs. I believe you did describe that. 

Mr. Dernuarpr. And nuclear reactors. 

Senator Wiitit1amMs. How many do you employ ? 

Mr. Dernuarpr. 184. 

Senator Wiu1aMs. In one plant? 

Mr. Dernuarpr. In one plant. 

Mr. McInarnay. Earlier we discussed the fact that on some of the 
subcontract proposals they were eventually taken back into the prime 
contractor’s plant. 

Mr. DernHarpr. Yes. 

Mr. McInarnay. I just wonder if you or your company feel that on 
occasions your engineering know-how is being utilized in such situa- 
tions by the prime contractor? In other words, they would have your 
proposal and design, and so forth ? 

Mr. Dernnarpr. It is very difficult for me to make a statement like 
that. There is a constant visiting back and forth of personnel between 
plants, and, generally speaking, which items any one plant would have 
thought of or would not have thought of without the other is difficult 
to say, except in the one instance where there was this definite manu- 
facturing change, manufacturing procedure change, which our com- 

any developed, which changed—which reduced the scrap to such a 
arge extent and enabled a reduction in price. That particular thing 
was an example of an item that we developed ourselves, and, whether 
or not it was ever used by the prime contractor, we would not know. 

Senator Wituiams. Without any further questions, we will stand 
recessed until 10 tomorrow. 

(Whereupon, at 4:15 p.m., a recess was taken, to reconvene at 10 
a.m., Thursday, April 23, 1959.) 
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THURSDAY, APRIL 23, 1959 


U.S. SENATE, 
SELECt COMMITTEE ON SMALL BUSINEsS, 
SUBCOMMITTEE ON GOVERNMENT PROCUREMENT, 
Washington, DC. 
The subcommittee met, pursuant to recess, at 10:05 a.m., in room 
312, Old Senate Office Building, Senator Jennings Randolph presiding. 

Present : Senators Randolph, Sparkman (chairman of the full com- 
mittee), Williams, and Scott. 

Also present: Walter B. Stults, staff director; William T. McInar- 
nay, counsel; William D. Amis and —_— L. Anderson, professional 
staff member: s; Harold Putnam, counsel ; and David Martin, legislative 
assistant to Senator Saltonstall. 

Senator RANbotpH. We are particularly fortunate that the chair- 
man of our Senate Small Business Committee is present today, and . 
hope that he will find it possible to remain with the subcommittee a 
long as his very active duties will allow him to be here. 

This is the second day of 3 days of public hearings on the subject 
of small-business participation in defense subcontracting. 

Yesterday, the several witnesses were in general agreement that our 
weapons system procurement and overall trend toward concentration 
of prime contracts in what they characterized as the hands of a rela- 
tively few large corporations resulted in severe curtailment of sub- 
contract opportunities for many small-business firms. 

We shall continue today with representatives from additional small- 
business firms, and I am particularly pleased to present a West Vir- 

inian as the first witness, Dr. L. Milton Polan, President of Polan 
Seiatien of Huntington, W. Va., Huntington being one of the cities 
selected by Look magazine a few weeks ago to receive what is known 
as an All American Riven’: Huntington is a city which is expanding 
industrially, and where there is a considerable amount of creativeness 
among industry, business, and civic leaders of that area. Dr. Polan is 
one of these individuals who has made a contribution to the growth 
of that area. 

Dr. Potan. We will be glad to have you come to the witness chair 
and give us counsel based upon your experience. 

Senator Sparkman. Mr. Chairman, before Dr. Polan starts, let me 
say that I shall not be able to be here very long this morning because 
the Foreign Relations Committee has an executive session, which I 
shall have to attend. 
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After all, I am not a member of this subcommittee, and I am glad 
to have the privilege of serving again under your chairmanship. If 
you will remember, a good many years ago you were chairman of the 
Civil Service Committee of the House of Representatives, and I was 
a member of that committee under your chairmanship. That was 
probably so long ago we don’t like to be reminded of it. 

Senator Ranpotpu. I would say, if I might, Senator Sparkman, 
that is some 22 years ago, as I recall. 

Senator SpaRKMAN. Yes. 

Senator Ranpoten. But I always remember that a poet by the name 
of Longfellow, in a moment, perhaps, of exuberance, said, “Age is 
opportunity no less than youth itself, though in another dress.” I 
am sure that our spirits are young. 

I deeply appreciate the fact that you have mentioned our service 
in Congress in the other body. 

Dr. Polan. 


STATEMENT OF DR. L. MILTON POLAN, PRESIDENT, POLAN 
INDUSTRIES, HUNTINGTON, W. VA. 


Dr. Potan. Senator Randolph, I am pleased to appear before this 
committee to have the opportunity of talking about a matter in which 
¥ have had a great interest personally and from the viewpoint of our 
company, and also from the general viewpoint of the welfare of our 
country and its defense program during the past 10 years. 

I do have some written comments about S. 500 in the form of a 
letter, but due to the fact I have only been in my office for Monday 
and Tuesday of this week during the past 3 weeks, I have to resort to 
a handwritten statement, a general statement in relation to what I 
would like to say today. 

Senator Ranpotew. Dr. Polan, would it be easier for you to talk 
informally and then prepare your formal statement, which would then 
be placed in the record ? 

We, of course, will want to accommodate you in the presentation. 
If you feel it would be more helpful to the members of the subcom- 
mittee to read or to speak informally, we would allow you to make 
that decision, sir. 

Dr. Potan. Well, I would actually prefer to read this, Senator 
Randolph, because I am not too good at informal statements, not 
being particularly trained to handle things on that basis. 

Senator Ranpouiru. I would like the record to show that. besides 
Senator Scott, of Pennsylvania, there are present three former House 
Members. 

Senator Scorr. Nothing like these alumni reunions. 

Senator Ranpotpnu. Yes. 

Dr. Polan, proceed. 

Dr. Potan. This is a rather lengthy statement that I will try to get 
through hurriedly. 

I am L. M. Polan, vice president of Polan Industries of Hunting- 
ton, W. Va. 

Due to the fact that the Defense Department made a policy deci- 
sion before Korea to discontinue doing business with small business, 
I have been involved in the so-called small business program, for we 
fall under that category. 
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Starting in 1934 with a few people, by 1943, during World War 
II, our company was the largest producer of precision optical ele- 
ments in the United States. Our peak employment was 2,300 people, 
and we supplied optical parts to numerous large companies manu- 
facturing metal parts and assembling the final instruments. That was 
our job and we did it. 

Our company and its employees earned five Army and Navy E’s, 
the first in the Pittsburgh Ordnance District, and won more than any 
other ordnance supplier in that district, and that is in relation to such 
large companies as Carnegie Steel Co. and other companies in that 
category. 

We were the subject of an article in the Reader’s Digest, after 
World War II, in starting entirely new on civilian projects. We 
reached an employment of 350 people. 

In the Korean war we were asked to supply much critical material 
which could not be obtained from other sources. Our employment 
reached 1,100, but our civilian products program which had finally 
become profitable was knocked apart. 

It is important to us that the adverse situation of small business 
since Korea has been largely responsible for our not having been 
able to reestablish our civilian program. It cost a great deal more 
to do this today, as foreign competition is more important in our 
field. But we are continuing to try, and I think are finally seeing 
daylight. 

I prefer not to discuss the negative phases of the small business 
program. In so doing we lose the ability to be objective. It suffices 
to say that during the past 10 years I have met with many of the 
top-to-bottom Defense Department procurement personnel. General 
Baker and his staff at Wright Field; General Medaris, Admiral 
Royer, Admiral Clexton, Secretary Brucker, Assistant Secretary Hig- 
gins, Secretaries or staff members of the Air Force and Navy. Also 
included were the small business specialists of the Department of 
Defense, and dozens of their associates in various subsidiary offices. 

The staff members of the Small Business Administration and many 
of their associates in procurement, finance, and engineering offices of 
this Administration. 

Participation has been through numerous smal] business confer- 
ences, the formation and operation of the Huntington (W. Va.), 
Production Pool, which was a former pool under the Small Business 
Administration, and of which I was a board member, that is, of the 
production pool, a business-opportunities exhibit at Huntington, and 
many sales visits with the specific purpose of getting bid opportuni- 
ties for our company. 

Generally, I can say that the results have been negative. This is 
not because most of the personnel mentioned above have not been 
helpful. It is because they have acted under the cover of a negative 
small business policy in the Pentagon. 

I would like to say, though, that even in the Pentagon individuals 
have been extremely helpful; they have done everything that they 
possibly could to assist small business. One of those men is here 
today that I have called on frequently, Mr. Askins, who is the small 
business specialist of the Department of the Army. 

Nevertheless, the negative policy toward small business did exist, 
and individuals of that type have been unable to buck this situation. 
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We have been told most positively that the Department of Defense 
was not going to do business with small business when it could work 
with big business. 

Naturally, I don’t agree with their position. It is bad for small 
business, it is bad for big business, for it tends to load the entire 
responsibility of our defense and economic situations on big business’ 
shoulders. If they stumble, we may see the destruction of big busi- 
ness, and there is definitely a place for big business, just as there is 
definitely a place for small business. 

I would like to mention several bright spots. The Small Business 
Administration is a working, knowledgeable organization. Some 
agencies, such as the Signal Corps, have been reluctant to dispose of 
their direct association with small business, and have bucked the 
tendency to do so. 

Now, it looks as if the tide may be turning. One small business 
specialist recently told me that big business has finally become aware 
of the destruction which has been done and that the Defense Depart- 
ment is loosening up. This sounds as though big business is running 
the Defense Department, which may or may not be the case. At any 
rate, more and more we are seeing SBO instead of SOB applied. 
“SBO” means “small business only.” 

It is important that the SBO be used for more than hardware. I 
am of the opinion that the defense program would be much further 
ahead, especially in missiles, stratonautics, and astronautics, if the 
Edisons, the Fords, Bells, Morses, and others that are hidden today 
in small business had been used along with the great talent gathered 
together by big business. 

I have literature here which illustrates what our company is doing 
in a field of topmost technology. It has been at our own expense, but 
we are now arranging to distribute the burden by associating this 
burden with that of one of the large businesses. Our best customers 
have been big business, and somehow I feel that the American system 
will bring about an equitable situation. Congress is part of that 
system. 

I might mention here that in order for a company in a field such as 
our own to remain alive, we must stay ahead with the topmost tech- 
nologies. Nobody wants the ordinary, and one of the helpful things 
about the many visits that I have made in connection with this small 
business matter, and particularly in getting work for our company, 
has been the fact that we have had knowledge, at least peripheral 
knowledge, of what is going on in this field of high technology. 

As a result, we have attempted to fit ourselves into it, to the limits 
of our experience, knowledge, and finance, and I think that we have 
done a fairly good job. 

Even as a small business, and with considerable difficulty, we have 
prepared ourselves as component manufacturers in the field of infra- 
red, which is one of the most important programs, and a direct optical 
program for infrared is light. 

Specifically in relation to S. 500, I have the following comments: 

From my own viewpoint as a working member of a small business, 
I don’t think that the bill is particularly helpful. I can make the 
individual comments as outlined to me in a letter from Senator 
paren He says that there are five major provisions of the Senate 
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My comment on No. 1 is that it is not in favor of small business. 
Procurement should be advertised and out in the open, as this is the 
best opportunity of small business to know of it. A sufficient oppor- 
tunity at competitive bidding will give small business a better position 
in procurement programs. Small business does not have numerous 
agents calling on procurement offices, as do the large competitors. 

In relation to No. 2, I state that it is not in the interest of small 
business. ‘This provision opens the way for proprietary products 
of companies who will frequently set up an advance to meet procure- 
ments coming up in the future. 

Small business has constantly been getting a lessening opportunity 
for supposedly lacking in know-how, et cetera. This would prevent 
small business from competing because of supposed or actual lack of 
products. 

The provision No. 3 

Mr. McInarnay. Dr. Polan, would you mention what No. 3 is in 
the letter before you make your comment ? 

Dr. Potan. Yes, sir. 

No. 3 provides that the agency head may include in the prime con- 
tract that certain designated subcontracts shall be limited to com- 
petition between small business concerns. 

I consider this to be an improvement over present situations in 
which many large contractors are trading work with other large 
contractors. Frequently desirable items are not put out for sub- 
contract, as they are retained by the large prime contractor for depart- 
mental fill-in work. 

I definitely think that No. 3 would be a specific improvement. 

I have an illustration here that is directly related to the optical 
business and may be of interest to you. It is in relation to this specific 
provision. 

Here is a sheet which, several years ago, I tore out of one of the 
news magazines. It is very specific in the fact that it states that a 
supplier of breakfast foods is one of the largest optical manufacturers 
in the United States—at that time. This has been about 5 years ago. 
Today the situation is even more stringent so far as small businesses 
are concerned. 

In this one specific job in which they mentioned they made 2,000 
of these assemblies, there would have been sufficient work to kee 
10 smal] businesses active in at least a basic defense program. This 
big company cannot, by itself, do one thing in this program. 

Mr. MoInarnay. These 10 firms that you mentioned that might 
have been kept busy by this program, their facilities, I understand 
you to say, were already in existence prior to the time that this 
company 

Dr. Potan. That is correct. When this company went into the 
optical business, these small businesses were already in it. Their fa- 
cilities had largely been paid for by the U.S. Government during 
World War II in other defense programs. If they retained those 
facilities, they had to buy them; so they had a capital investment in 
their own program. 

When this company went into this program, the U.S. Government 
had to pay for the entire program; there was a second large expense. 
This type of work is expensive. It takes expensive equipment. 
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In order to put this company into this program, the U.S. Govern- 
ment paid for it. 

Senator Ranpoteu. Dr. Polan, what is the name of the company ? 

Dr. Potan. The company, as illustrated here, is the mechanical 
division of General Mills, and they state here specifically an item for 
periscope bombsight used in B-47 Stratojets has 3,433 parts, nearly 
2,000 of them in this head end assembly alone. 

General Mills manufacturers this precision instrument in quantity 
under a USAF prime contract. 

Now, there is no question but what they are a capable company 
and recognized for their many abilities. 3,433 parts would keep— 
one assembly like this would keep one small company busy for a pro- 
tracted period of time, and the numerous assemblies of this that were 
manufactured by this one company would have kept, as I say I esti- 
mate, 10 companies busy. 

I think that the Defense Department would have benefited more 
than financially. In other words, they would have had money to 
spend in other important programs. But the fact that many of 
these smal] businesses are now extinct and not available in case they 
should be required, and that know-how has been scattered, and the 
capital investment that these companies had has been destroyed, 
means that in case of another emergency they are going to have to 
go right back through the same thing. 

Senator Ranpo.ten. May I interrupt to say while Senator Spark- 
man is still here that we are acutely conscious of this situation in 
West Virginia, with our coal mining industry. We know that, if we 
are in another crisis, the coal companies will once again, in all prob- 
ability, regardless of the new fuels, be called upon to carry a very 
heavy load, and the coal-carrying railroads will be called on again to 
carry heavy tonnage. 

If the coal-mining operations, are allowed to disintegrate, the 
mines to be shut down, the workers to leave the area, we will find 
ourselves with an industry which cannot pick up. Neither does it 
have the capital outlay to keep the property in shape or the workers 
available. So, we find ourselves, if that emergency should arise, un- 
able to meet the needs of a nation at war. 

The same way with the coal-carrying railroads. Their equipment is 
in terrible condition, and the mentioning of this fact here teday is not 
irrelevant. It does point up the need for a constant policy of keeping, 
insofar as possible, not only small business strong, based on merit, but 
also even larger units of business that are in critical areas of our 
Nation’s need. 

I point out that in West Virginia and some other sections of the 
country, it is essential that industries be kept in position to take up the 
slack if the necessity arises. 

Senator Sparkman. Mr. Chairman, I am going to have to leave. I 
wonder if I may ask the witness just a couple of questions before I go. 

May I say that I certainly agree with you in the statement that you 
have made. Of course, the very concern of Congress about small 
business has led to the establishment of this committee, and to our 
enacting the law for the Small Business Administration, and doing 
everything that we can to get set-aside contracts in the various Gov- 
ernment agencies and departments for small business. 
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All of that is based upon the very point that you have made, the 
necessity for keeping business in this country strong; and, of course, 
we recognize the millions of small business concerns as being basic to 
a div ersified and strong economy. 

Is your business an optical business? 

Dr. Potan. I would say “Yes.” I was born and raised in the 
optical business. 

Senator SparKMAN. It is particularly suited—I am talking about 
your individual business—to the type of work you have been talking 
about ? 

Dr. Potan. That is true, Senator Sparkman. I would like to add in 
conjunction with what Senator Randolph said, that, of the many 
people we have employed, not more than a dozen of them have come 
from outside the State of West Virginia. Our products have been of 
the very highest level. 

Senator SparRKMAN. How many employees do you have? 

Dr. Potan. We presently have, I would say, about 40, between 30 
and 40. 

Senator SparKMAN. To what degree have you been able to get de- 
fense contracts over the years ? 

Dr. Potan. When open competition existed and such competitive 
opportunities were available, that destructive competition did not 
exist between small businesses, we were able to get our share. I can 
tell you that generally during World War II our produce tion ran in the 
neighborhood of $4 million or more. That was in World War II 
dollars. 

During Korea, our production ran as high—that is per year—our 
production ran as high as $6.5 million per year. 

Senator SparKMAN. In defense work ? 

Dr. Potan. In defense work. We actually gave up—— 

Senator SPARKMAN. What has it been during the so-called peace 
years ? 

Dr. Potan. Well, I think it would be interesting to note that in 
19—I will have to go in reverse—in 1958 we did $150,000 gross 
business. 

Senator SpARKMAN. You mean for the Government? 

Dr. Potan. For the Government. 

In 1957, we did $1.8 million; in 1956, we did $1.8 million; and in 
1955, we did $3.5 million. 

Senator SparkMAN. Well, now, what would you attribute the de- 
crease to, as between 1957 and 1958 ? 

Dr. Potan. The decrease? Well, I think if you start back in 1955, 
at which time we were doing $3.5 million a year in defense contracts, 
and come back to 1958, it comes from one fact, that. the competitive 
situation was getting much worse. In order to get work we were 
doing what I ‘determined to be destructive bidding. I would say 
that 8 of the 10 contracts we were taking were marginal or loss con- 
tracts, and we finally decided if we were going to” stay in business 
we would have to quit. 

Senator SparKMAN. Do you mean by that that the Defense De- 
partment had cut down on the number of contracts that were made 
available to small business? 

Dr. Potan. That is correct; I mean that 
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Senator Sparkman. In your field, that is to say? 

Dr. Potan. That is correct. I think in general, the number of 
businesses, the opportunities for small business had been so drastically 
reduced, that is, on bidding on prime contracts had been so drastically 
reduced, that these companies, in order to get a contract, were cuttin 
prices until they were actually destroying their businesses. And 
that has been the case, I mean. 

All you have to do, particularly in the optical business, is to examine 
into the optical industry and see what has happened during the past 
10 years. 

Senator SparKMAN. You made a statement a few minutes ago that 
concerns me, if you meant it just the way you gave it. 

As I recall, you said, “We have been told positively by officials in 
the Defense Department that they would not do business with small 
business when they could deal with big business.” Did you mean 
that literally, or were you generalizing? 

Dr. Poran. I mean exactly that, because I have been told that 
statement. 

Senator Sparkman. By whom? 

Dr. Potan. Well, by important individuals in the defense program, 
and, unfortunately, it has been told to me specifically by individuals 
who were heads of the small businesses, small business sections of 
defense programs. 

Senator SparkMAN. Well, what reason did they give for that kind 
of an attitude? 

Dr. Potan. Let me make a positive statement first. 

There are individuals who are in these positions in the Department 
of Defense who have an intense interest in the welfare of small 
business. The reason they were in that position, some of them were 
naturally what you might term bureaucrats, and they say, “This is the 
order I have been given and I am going to carry it out.” 

But generally the reason for it is that these defense agencies have 
established that policy at the top level. 

Senator SparKMAN. That is the question I was going to ask you. 
You believe it comes from the top; is that right ? 

Dr. Potan. I know it does. The first time I was ever told that 
statement was 10 years ago at Frankford Arsenal, when the Korean 
war program was getting underway and we found we were not being 
considered for prime contracts. We had been the biggest supplier of 
optical equipment to Frankford Arsenal, and during World War II 
we were selected as being the source best suited for expansion for 
optical production in the United States. This is all in the record. 

We must have been fairly suited for that purpose because we went 
from 30 or 40 people to 2,300, and we became the largest producer of 
optical 

Senator SPAaRKMAN. You mean your employment was 2,300? 

Dr. Potan. 2,300 during World War II. 

Senator SparKMAN. And now it is 40? 

Dr. Potan. Yes, sir. But the first time I was told that statement 
was at Frankford Arsenal, immediately before hostilities in the Korean 
war. I continued to hear it on several occasions, and the top level 
which I was told that identical same statement was during a visit to 
the Pentagon, and I told the gentleman that I visited, I said: “This 
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is really of interest to me, because I was told this 10 years ago”—it 
was that time about eight years ago—“by a lieutenant colonel at 
Frankford Arsenal.” 

And I made this facetious remark, I said: “That is the first time I 
ever knew that policy went up in the Department of the Army.” And 
he made this statement to me, he said, “Policy does not go up in the 
Department of the Army. We made that decision,” which I knew. 
I knew lieutenant colonels weren’t telling brigadier generals what 
policy to form. 

Nevertheless, that statement has been made specifically to me, to 
clarify my comments, on several occasions. 

Senator Sparkman. Of course, we have consistently recognized 
in this committee the necessity of continuing to push this thing, be- 
cause, well, as I have often said, it is easier to do business with big 
business. It isa little more difficult to do business with small business. 

But I think the Defense Department and all of the Government. 
agencies ought to be willing to work a little harder in order to help 
keep our total economy as strong as possible and as diversified as pos- 
sible, and certainly it would be my idea that we do our best to check 
into this and to reverse any such policy, if it does exist. 

Tam sorry, Mr. Chairman, that I have to go. 

Dr. Potan. Senator Sparkman, may I conclude what I have to say 
by just taking 1 or 2 more minutes of your time and making two 
additional comments ? 

In the first place, I think this situation is bad for big business. I 
was a member of the national taxation committee of the National As- 
sociation of Manufacturers, and an interested member of their pro- 
gram. I called this fact, that this was bad for big business, to the 
attention of the executive members of the National Association of 
Manufacturers, and we called it to their attention on numerous oc- 
casions. 

When I finally determined that there was no possibility of getting 
this message across to them and what they were doing, their policies 
were destructive of small business and they were furthering policies 
which were destructive of small business, our company resigned from 
that association, and I can tell you it is the only instance in which we 
have ever resigned from any agency or association in a negative 
manner. I feel that our action was negative, and we don’t like to do 
negative things. 

I have a specific recommendation which I would like to make as a 
conclusion of my testimony, although I do have comments, short 
comments on the other two. 

I would like to read that. I would like to present a recommenda- 
tion: It is that small business, upon learning of a procurement, may 
apply to the Small Business Administrator for a finding that a pro- 
curement of equipment or that an item or a subitem of a procurement 
is suitable for performance by the applicant. If such a finding is 
made by the Small Business Administrator, the contracting office or 
officer or agency would then be required to advertise the equipment or 
item or subitem for procurement. 

Competitive bids would then be made by small business in competi- 
tion with companies being considered as prime contractors for that 
portion of the procurement. The low bid, whether of the small busi- 
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ness or of the prime contractor, for the item would then be accepted to 
the advantage of the Government. 

This recommendation is made because it would increase competitive 
opportunities for small business. At this time small business is par- 
ticipating in destructive competition for both prime and subcontrac- 
tor contracts due to the fact that their opportunities to bid are very 
limited. 

Also, the Small Business Administration is presently fitted to per- 
form the above-recommended function, as it has capable staffs of engi- 
neering and procurement personnel. I am certain that, if a small 
business is not fitted to perform that, the Small Business Administra- 
tion would not allow the applicant to undertake the job. If the ap- 

licant is capable and is the low bidder, the program would be to the 

overnment’s advantage. 

Senator Sparkman. Thank you. 

Dr. Potan. Thank you. 

Senator Ranpoteu. Thank you. 

Dr. Polan, pursuing the thoughts expressed by Senator Sparkman 
to which you have made affirmative reply, are you prepared to say to 
this subcommittee that in your considered judgment the practices 
within the high echelon of the Pentagon at the present time are det- 
rimental to small business, such as the organization which you serve? 

Dr. Potan. Well, I think it is a combination. I think the practice 
of the Pentagon and the practice of small business are both detri- 
mental to small business. I mean, small business is not getting the 
opportunities, and when they do get opportunities they are frequently 
using them to their own disadvantage because they are bidding too 
low and hurting themselves financially. 

Senator Ranpoteu. Is that because of a wild scramble to keep alive? 

Dr. Potan. That is correct. 

Senator Ranpoten. Then the first policy causes the second, to a 
degree ; is that right ? 

Dr. Potan. I would say yes, but small business should have—I mean 
there is a time which comes when you just have to make a decision, 
that you are not going to participate in programs of that type but in 
programs in which you do get an opportunity. I think small business 
has to recognize that. We had to recognize it, and we found out we 
were putting ourselves into a loss position, as far as our operations 
were concerned, fora period of 7 years. We had to quit. 

Senator Ranpoten. And you feel that small business, per se, is un- 
able to make money on contracts with the Defense Department ? 

Dr. Potan. I would say, in general, if they are making any, it would 
be much more difficult to find than the instances in which they are not 
making any, or taking a loss. 

Senator Ranpotru. I want to say that I value, and I am sure the 
subcommittee members value, the testimony of Dr. Polan. We know 
him in West Virginia; we know he is a reliable businessman ; we know 
his firm is a reputable organization. So, I think we must realize that 
the statements are not made in a cursory manner and off the cuff. 

Dr. Polan, do you have additional comment ? 

Dr. Potan. I would like to clarify one phase of this whole program, 
Senator Randolph, through our own experience, because a lot of people 
are not going to agree with what I have to say, and that is the ability 
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and know-how and technology of many small businesses, and I am 
going to be factual, I would like to be factual by reading several wee 
of papers that are written by our own company and which are avail- 
able, if giving them out does not contravene the security hiieedatictas 

Some of them may be involved in that, but I am sure ‘the titles 
wouldn’t be, because they are generally known and spoken and pub- 
lished in various meeting programs and things of that sort. 

The first is a technical proposal for an ‘Industrial preparedness 
measure for infrared filters in windows. 

This is a publication of our company on infrared filters. 

This is a publication of our company on equipment rehabilitation 
and renovation. I might state that we have rebuilt sizable quantities 
of high precision electronic, electrical, mechanical equipment in all 
categories. 

This is a Polan portable daylight motion picture sound theater. It 
is a complete high fidelity theater which could be put on this table 
in this room, and used and e: isily viewed and heard by the members 
of this committee in the current ambient light which is relatively light. 
You don’t have to darken the room. 

This is a methods sheet for the production of arsenic trisulfide gases. 

This is a technical paper, a methods sheet from Polan Industries’ 
Development Lab Manual 1-59-PIB for the construction of thermiston 
bolometers. 

This Polan Industries’ development laboratory has written a similar 
technical manual for the production of sodium antimonide detector 
cells. 

This is a design for an optical system which was produced entirely 
in our own company, and is unique in that instead of being ordinary 
spherical optics, is composed entirely of aspheric optics, which is 2 
new technique necessary in these more precise missile programs. 

Illustrated in our company’s brochure and catalog is a complete 
line of high precision aerial photographic lenses ranging from 114- 
inch focal lengths to 38-inch focal lengths, all the designs which were 
completely accomplished within our own company, the prototypes 
were manufactured entirely in our own optical laboratories, and large 
quantities of these lenses had been produced and accepted by various 
Government agencies. 

I might add that in my opinion, there is no higher technical level 
in that field available in the United States, whether it is a large 
company or a small company. We, under contract. for the Air Force, 
analyzed a very important lens system and wrote the paper which 
established the parameters for quantity production of this specific 
lens system, which formerly had only been produced on a trial-and- 
error basis. 

The fitting of individual elements in the paper established a method 
by which the lens could be produced in large quantities if used by 
others than ourselves, and it was used by a half dozen other optical 
companies for the production of the lenses which went into the balloon 
program for mapping various areas of the world which were not 
available to us under any other system. 

That, I think, is one of the prime phases of the situation that pre- 
sents a negative face to small business. They are frequently told, 
“You just don’t know how,” and I disagree with that 100 percent. I 
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can name two specific instances in which our own company has main- 
tained ovnilahility of large companies as contractors to the United 
States Government. One of them is a company which was choked 
up on a $20 million contract that was facing default, and if they had 
not obtained the parts from our company to relieve this situation, it 
is my understanding that today they wouldn’t be in existence as a 
company. 

Now, on the other hand, I would like to say that many of our pro- 
grams ‘have been supported by big business. Our best customers 
have been companies such as General Motors, General Electric, Sy)- 
vania, Westinghouse. We have also had a good and pleasant relation- 
ship with them, and I can say generally a profitable relationship. 

enator Ranpoteu. Dr. Polan, you are not attacking big business, 
are you, in your testimony ? 

Dr. Potan. Nota bit. I wouldn’t want anyone to undertake to feel 
that I am presenting a negative position, and I have tried not to do 
that, because I don’t feel that to be objective; we must be positive. 

Senator Ranpotrx. Doctor, I would like to pursue that, but you 
did say that you had been told specifically within the Pentagon that 
they were interested in doing business only with big business; is that 
correct,now? DidI hear you correctly ¢ 

Dr. Potan. That is correct, and the fact of the matter is it was 
told to me so positively, it was told to me in their records, because in- 
dividuals don’t make positive statements of that sort unless it is on the 
record. 

Senator Ranpotpn. I recall Senator Sparkman asked who told 
you—as you indicated it was a fact—and you made no reply except to 
say a high official or high officials. 

Now, I would not w vant to press you on this matter, but it would 
be helpful to the subcommittee if you would name the individual or in- 
dividuals who told you that the Pentagon was interested in doing busi- 
ness only with big business. 

Dr. Poran. Senator Randolph, I would prefer not to do that, be- 
cause I think that is negative. Nevertheless, if it is your opinion 
that that would be helpful, I can state the names specifically, because 
they are very clear in my mind. But I would like to be excused from 
making that statement. I don’t think that individuals are important 
in this program. I can name the positions in which they were active, 
if you w ould like to know that, which I think is more important. 

senator Ranpoirexw. Dr. Polan, we feel that it would be helpful to the 
subcommittee, but we would not desire to have you tell us the names 
of these persons if you feel a reluctance which is strong enough to 
keep you from stating them publicly. I have a feeling that you will 
talk to individual members of this committee and give that informa- 
tion on a private basis. I imagine that you will be glad to do that. 
I have no right to say that you will, but I know you want to be 
helpful. 

r. Potan. I want to be cooperative. 

Senator Ranpotpu. Yes. 

Dr. Potan. I do think that the subcommittee could very well go to 
these, the heads of these agencies in which these statements were made, 
and ask them who was authorized to make those statements, and it 
would seem to me to be their responsibility to state that, more so than 
mine. 
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Senator Ranpotru. Dr. Polan, your testimony has been helpful to 
the subcommittee, and certainly within the desire to be cooperative 
that you have indicated, there is also propriety and good taste which 
you think you must observe, and that is your determination. You 
are not subpenaed before this committee, and you are not under oath 
here. You are, as a businessman, telling what you believe to be a 
fact, and we have every reason to believe that what you say is sub- 
stantiated. 

I do want you to know that the committee has a realization of your 
problem, and the question I have asked I would not pursue to a greater 
degree. 

Is there anything further that you want to say ? 

Dr. Potan. Senator Randolph, actually, I say this statement was 
made to me individually. On occasions it has been made to me when 
I was a member of a group, and I think any misunderstanding on my 
part as to what the statement was has been told to me—— 

Senator RanpoteH. When you say “member of a group,” could you 
identify that ? 

Dr. Potan. I know of one specific instance in which the Hunting- 
ton Production Pool Board visited an agency here and we were told 
that in Washington. 

Senator Ranpotey. There were more than two persons present ? 

Dr. Potan. Well, there were, I would say, five or six members of 
the board of the Huntington Production Pool, including myself, plus 
several representatives of the agency, and I can tell you that it was 
pretty frustrating for a lot of these people who had set these meetings 
up, who were within the agency, with the expectation that at least 
opportunities would come out of these meetings, to find out in the 
final analysis that their effort was lost. 

Senator Ranpotpu. The purpose was defeated before you began 
the meeting; is that right? 

Dr. Potan. They didn’t realize that. They were members of the 
agency and they didn’t realize that themselves, in many instances, the 
situation was coming about. They were trying to do something for 
small business. 

Thank you very much for the opportunity of being here. 

Senator Ranpoteu. Thank you, Dr. Polan, for the references you 
have made to documents. We would be glad to receive for the record 
any additional information that you feel would be helpful. 

hank you, Dr. Polan, for coming. 

Dr. Potan. Thank you for the opportunity of being here. 

(The following letter was submitted by Dr. Polan:) 

PoLAN INDUSTRIES, INC., 
Huntington, W. Va., April 20, 1959. 
U.S. SENATE 


Select Committee on Small Business, 
Washington, D.C. 


GENTLEMEN : In reply to your letter of April 7, I wish to submit the following 
testimony on the five major provisions of S. 500. 

1. Not in favor of small business. Procurements should be advertised and 
out in the open, as this is the best opportunity of small business to know of 
them. A sufficient opportunity at competitive bidding will give small business 
a better position in procurement programs. Small business does not have numer- 
ous agents calling on procurement offices as do the large competitors. 
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2. Not in the interest of small business. This provision opens the way for 
proprietary products of companies which will frequently set up in advance to 
meet procurements coming up in the future. Small business has constantly been 
getting a lessening opportunity for supposedly lacking in know-how, etc. This 
would prevent small business from competing because of supposed or actual lack 
of products. 

3. An improvement over present situations in which many large contractors 
are trading work with other large contractors. Frequently, desirable items are 
not put out for subcontract, as they are retained by the large prime contractor 
for departmental fill-in work. 

4. This appears to me to be an extension of C.F.E., or contractor-furnished 
equipment. The small businesses had many more bid opportunities and obtained 
more work when the G.F.E., or Government-furnished equipment, procurement 
programs were in operation. 

5. I favor renegotiation, as it is important to keep defense costs at a minimum 
and renegotiation is an equitable program. 

I would like to present a recommendation. It is that small business, upon 
learning of a procurement, may apply to the Small Business Administrator for 
a finding that a procurement of equipment, or that an item or a subitem of a 
procurement is suitable for performance by the applicant. If such a finding is 
made by the Small Business Administrator, the contracting office or officer or 
agency would then be required to advertise the equipment, item or subitem for 
procurement. Competitive bids could then be made by small businesses in com- 
petition with companies being considered as prime contractors for that portion 
of the procurement. The low bid, whether of the small business or of the prime 
contractor for the item, could then be accepted to the advantage of the 
Government. 

This recommendation is made because it would increase competitive opportu- 
nities for small business. At this time, small business is participating in de- 
structive competition for both prime and subcontractors due to the fact that 
their opportunities to bid are very limited. Also, the Small Business Adminis- 
tration is presently fitted to perform the above recommended function as it has 
capable staffs of engineering and procurement personnel. I am certain if a 
small business is not fitted to perform, that the Small Business Administration 
would not allow the applicant to undertake the job. If the applicant is capable 
and is the low bidder, the program would be to the Government’s advantage. 

Very truly yours, 
L. M. PoLan. 


Senator RanpotpH. The second witness to present testimony is 
William E. Engelhard, president of the Owego Heat Treat, Inc., Endi- 
cott, N.Y. 

Mr. Engelhard, are you in the room, sir? If you would come for- 
ward and take the chair. 

The subcommittee is glad to have you present your testimony. 
Presumably you have a statement you will give. 

Mr. Enervnnarp. Yes. sir. 

Senator Ranpotpu. Do we have copies ? 

Mr. Enceimarp. I sent a bunch of them down airmail on Saturday. 

Senator Ranpotpu. I see; your name was deleted here. We do 
have them. 

Mr. Encetnarp. Yes. 

Senator RanpotpH. Will you please identify yourself for the rec- 
ord before beginning your statement. 


STATEMENT OF WILLIAM E. ENGELHARD, PRESIDENT, OWEGO 
HEAT TREAT, INC., APALACHIN, N.Y. 


Mr. Encecnarp. I am William E. Engelhard, president of a small 
heat-treat company in Apalachin, N.Y. We have from 5 to 8 em- 
ployees. 

Senator Ranpotew. Are you in Endicott? 





_ 





SMALL BUSINESS IN DEFENSE SUBCONTRACTING 91 


Mr. Encetuarp. We are in Apalachin. I don’t know where you 
got the Endicott. Maybe they thought of trying to cover it up. 
Actually, I am quite proud of the little town, because it is the place 
where the boys met their Waterloo. They got chased out of there, 

Senator RanpoteH. What is the name of the town ? 

Mr. EnceiHarp. Apalachin. 

Senator Ranpotpx. How do you spell it? 

Mr. EnGeLHaArRD. A-p-a-l-a-c-h-i-n. 

Senator Ranpotru. We have it “Owego Heat Treat,” is that right? 

Mr. Ence.tHarp. That is right. We are in the town of Owego in 
the village of Apalachin. 

Senator Ranpotpenu. It is good country, isn’t it? 

Mr. EnGELHARD. It is, real nice. 

Senator RanpoteH. You goahead. Thank you. 

Mr. ENce.LHarD. In giving this account of the problems of a small 
business to you, I will first make two preparatory statements. 

One, exhibit A, is a direct quote from Mr. Wendell Barnes’ letter of 
February 18, 1959, who is the chief of the Small Business Administra- 
tion, to our Congressman, Congressman Howard W. Robison. Do 
you want me to read it, or that part of it ! ¢ 

Senator Ranpoieu. Just place that in the record. 

Mr. Encevuarp. It is a part of a letter—is all I have. 


ExHIBIT A 

Our small business set-aside program does not encompass the activities of 
subcontractors and, therefore, would not be of any help to Mr. Engelhard on this 
particular problem. Set-asides are made only in contracting offices purchasing 
directly for the Government and from Federal funds. 

The goal that would be achieved by Mr. Engelhard’s suggestion that a prime 
must subcontract a certain percentage of his contract is one that we are con- 
stantly seeking. At the present time neither in accordance with law nor by 
regulation can such a demand be placed on a prime contractor. More and more 
consideration is being given this problem of small business by various arms of 
the Government, i.e., what can be done to assist the small firms to get a fair 
share of the large prime contracts necessarily let to big business. We cannot 
say when an answer will be forthcoming, but I assure you that some workable 
solution will continue to be sought by this agency. 

We regret that we are unable to offer your constituent assistance that will 
bring him immediate relief, but do hope that our comments will be helpful as 
he considers what steps he should take. The nature of Mr. Engelhard’s prob- 
lem is such that referral to another executive agency would prove ineffective. 
Mr. Engelhard’s correspondence is returned for your files. 

Sincerely yours, 
WENDELL B. BARNES, Administrator. 

Mr. Eneienarp. It was pleasing to find Mr. Barnes’ thoughts so 
expressive of mine, although it did take me down a bit to find I had 
not thought of it first. 

Second, and again quoting from Mr. Barnes’ letter and his refer- 
ence to “a fair share of the business necessarily let to big business” 
in a struggle for survival, such pleasant words as “fair” and “eco- 
nomical” become : secondary to the more realistic “fittest.” 

In the following four cases, I will show you how our little heat 
treat (five to eight employ ees) was definitely established as the “fittest” 
when compared to the captive heat treat fs acilities of lar ge prime con- 
tractors. Nevertheless, our basic opportunity to survive (small reg- 
ular orders) was taken from us. 
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Case 1—In August of 1957, three engineers of Bendix-Scintilla, 
Messrs. Schmidt, Phillips, and Edwards, dropped in our plant with 
samples of a job they were unable to braze in their own facilities. 
These were processed in their presence successfully and our facilities 
and methods were fully explained to them. Normally, our charge for 
such a job is $25. In this instance, Bendix was billed $100. The ad- 
ditional $75 they at first refused to pay. However, after receiving a 
letter (exhibit B) the extra charge was paid. 

Do you want me to read exhibit B? 

Senator Ranpotren. No, we will just place it in the record at this 
point. 

(The document referred to, exhibit B, is as follows :) 


ExHIsit B 
OcTosBer 8, 1957. 
Re: your debit memo No. 7573. 
ScINTILLA DIVISION, 
Bendiz Aviation Corp., 
Sidney, N.Y. 
(Attention: Accounting Department.) 

GENTLEMEN : The price of $25 quoted by our Mr. Engelhard for the job was for 
the brazing operation alone. It did not include disclosure of the materials, 
method, equipment, and know-how required to do the job properly. 

Normally, with regular customers we would be glad to charge off to good will 
this‘time and information. However, with a concern having a policy regarding 
outside vendors such as outlined to me by your Mr. Wilson a year ago, we feel 
we are entitled to be paid for all services rendered when your concern makes use 
of them. 

Accordingly, we are not issuing a credit for the $75, but we are enclosing our 
credit in the amount of $2.50. 

Very truly yours, 
Owerco HEAT TREAT, INC. 
Wm. E. ENGELHARD, President. 


Mr. Encetuarp. Second case. For several years we had success- 
fully processed laminations for Bendix-Montrose. These were parts 
their own heat treat felt unable to do until after three engineers (Mr. 
Lambert, Mr. Admerand, and another) spent the afternoon acquaint- 
ing themselves with our techniques and equipment. Here again, we 
received no further work, so we sent in a bill for the time spent with 
the group. (Seeexhibit C.) This was subsequently settled for a lesser 
amount when I was assured more work would be forthcoming. None 
has. Not much opportunity for the “fittest” to survive here. 

(The exhibit C referred to is as follows :) 


Exursit C 
NovEMBER 26, 1956. 
MONTROSE DIVISION, 
BENDIX AVIATION CORP., 
South Montrose, Pa. 
(Attention : Mr. P. J. Donowick, purchasing agent.) 

GENTLEMEN : On Wednesday, November 21, three of your engineers (Mr. Lam- 
bert, Mr. Admerand, and another) spent the afternoon at our plant acquainting 
themselves with our techniques and equipment for controlled dewpoint hydrogen 
annealing. 

In view of the official Bendix Aviation Corp. policy regarding outside facil- 
ities as outlined to me by Mr. W. E. Wilson, of Scintilla Division, several months 
ago, we do not feel that such services should be free of charge to your corpo 
ration. 
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Accordingly, we would appreciate receiving a purchase order covering the 
visit at a price of $100. 

If you so desire, the order could cover calling at your plant to be sure the 
techniques and equipment were safely and correctly applied for an additional 


Very truly yours, 
OweEGo HEAT TREAT, INC. 
Wo. E. ENGELHARD, President. 

Mr. EnceLuarp. Case II]: For 3 years we worked with engineers 
and metallurgists of Eclipse Division of Bendix in Elmira develop- 
ing methods of brazing and heat-treating jet-engine nozzles. For 
those interested, I have a voluminous file showing how complete and 
cooperative this operation was. On January 20 of this year, with no 
further warning other than some previous hints that since the nozzle 
was proving so successful we might be too small to handle all their 

uirements, we received a complete cancellation. (See exhibit D.) 
The hints we covered, we wouldn’t be able to meet the production, by 
submitting estimates of our production limits. (See exhibit E.) 

(Exhibits D and E referred to are as follows :) 

EXHIBIT D 
JANUARY 20, 1959. 

Qweeo HEAT TREAT C., 
R.F.D. No. 1 
Apalachin, N.Y. 
(Attention: Sales department.) 

GENTLEMEN : Enclosed please find our “change of purchase order” canceling 
balances due on the following orders: 


K33906 K24539 K16770 
K22989 K30158 K28567 
K30713 K34674 


We are issuing these changes to close out our preseut accounts with Owego 
Heat Treat Co. 
This action does not rule out future business as we expect to call on you for 
such work, that is beyond our capacity. 
We appreciate the cooperation extended to us by your company and shall 
contact you when we are in a position to use your services. 
Yours truly, 
ECLIPSE MACHINE DIVISION, 
BENDIX AVIATION CORP., 
R. E. CAMPBELL, 
Assistunt Purchasing Agent. 


EXHIBIT EB 
NOVEMBER 17, 1958. 
ECLIPSE MACHINE DIVISION, 
Bendiz Aviation Corp., 
Elmira, N.Y. 
(Attention: Mr. R. E. Campbell, assistant purchasing agent. ) 

GENTLEMEN : We have had some discussion lately with various members of 
your organization regarding the possibility that our brazing facilities will be in- 
adequate for your future needs. 

This problem we have examined closely and find that provided a sufficient 
quantity of nozzles is kept available at our plant, we can braze in present ap- 
proved furnaces from 500 to 600 nozzles per 8-hour shift. 

In addition we have installed and in operation two additional larger furnaces 
meee if approved by you, would process from 1,000 to 1,200 nozzles per 8-hour 
shift. 

These production rates are based solely on equipment installed and with 
which we are familiar. The only additional equipment required would be in- 
creasing our stock of patented retorts. These retorts we manufacture and 
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maintain ourselves. We have on hand an adequate stock of alloy sheet to meet 
this situation. 

The furnaces themselves we also manufacture. Power and space for them is 
available. If the above rates would still fall short of your ultimate require 
ments, we would certainly be ready for a further increase by the time it was 
reached in your plant. 

Very truly yours 
OweEGo HEAT TREAT, INC., 
Wm. E. ENGELHARD, President. 

Mr. Encetnarp. Since this nozzle job had become one of our main 
sources of income, this cancellation was certainly not calculated to 
help the “fittest” survive. 

Case IV: After this last experience I have reluctantly changed my 
thinking toward revealing our methods to representatives of large 
interests. I say reluctantly because I still believe that in vital parts, 
such as these, the prime contractor should be intimately familiar with 
every step in the production, with special emphasis on those steps such 
as heat treatment which are responsible for the physica] properties of 
such parts. 

Our first experience under the new policy has been with United 
Aircraft and Avco, Inc. Here, we set up a special treatment on small 
parts for Star Instruments of nearby Chenango Bridge, N.Y. Star 
Instrument, in turn, is a vendor to Lycoming Motors Division of 
Avco, Williamsport, Pa. On January 28, Mr. Durr, of Star, in- 
formed us a Mr. Peter Detrick, of Lycoming, had asked him to have 
us divulge our method of processing. This we turned down in a letter 
to Mr. Durr. (See exhibit F.) 

(Exhibit F referred to is as follows :) 


ExHIsit F 
JANUARY 28, 1959. 
Srar INSTRUMENTS Co., 
Chenango Bridge, N.Y. 
(Attention Mr. Art Durr). 

GENTLEMEN: In reference to our telephone conversation of today, we do not 
eare to divulge the nitriding cycle used on the AMS 5616 parts which we have 
been processing for you. 

It has been our experience that the larger corporations of America feel them- 
selves in a position to bleed small companies for inventive genius, processing 
techniques, etc., after which these small businessmen are left to fend for then- 
selves. 

We will, of course, be glad to process on a continued basis, successive orders 
of these parts if your customer so desires. But, we have found through heat 
treat trade channels that many heat treats have been unsuccessful on this par- 
ticular alloy and, therefore, do not wish to lose our competitive advantage. 

Very truly yours, 
OweGo HEAT TREAT, INC., 
Epwarp L. ENGELHARD, Vice President. 


Mr. Enceiuarp. Later in January we also received a phone call 
from a Mr. Howard Brainard of United Aircraft’s Hamilton Stand- 
ard Division of Windsor Locks, Conn., asking this same informa- 
tion. The request was again turned down. We are now receiving 
regular orders of this part from the Harvard Tool & Die Co. of Hart- 
ford, Conn., peosaome y unknown to us. Some shipments were im- 
portant enough to be messenger carried by plane and taxi. 

There we got another slap to our survival for a couple of months. 

It is aitite Tiktély that representatives of the larger contractors may 
react to this recital by deciding it might be better to arbitrarily stop 
using small business facilities. 
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One example of the result of such thinking immediately comes to 
mind. Again it involves Eclipse Machine Division of Bendix. ‘This 
concern had a contract to supply a positive-drive differential for 
Strategic Air Command tractors. Eclipse, we were informed, man- 
aged to stub their toes hard enough, particularly on the heat-treating 
problems involved, to throw in the sponge. At no time were we, the 
nearest independent heat treaters, asked to try our hand on any of the 

roblems. Later we were told that special messengers had been sent 
with the parts as far as Cleveland, when Eclipse heat treat failed to 
come up with satisfactory results, 

The contract was later taken on by B.M.'T. Corp. of Eliuira, N.Y. 
(approximately 20 employees). By combining with Chowning 
Regulator of Corning, N.Y., (approximately 30 employees) and our 
heat treat (8 employees), B.M.'T.. was able to supply accepted 
universals toSAC. 

It is not my contention that the larger contractors’ mistakes oecur 
frequently enough to serve as a means of survival for the more fit 
small business. However, if instead of large contractors’ mistakes 
such words as sabotage or enemy action were substituted, I believe the 
object ive L have in mind becomes clearer. 

If, then, the goal outlined in Mr. Barnes’ letter is attained, what 
could the advantages be / 

First: The automatic strategic dispersing of at least a small por- 
tion of production facilities with minimum expense to the taxpayers. 

Second: A convenient and authoritative cross-check of costs for 
comparison by Government auditors. 

Third: Supply “backbone” in cases where management is far- 
sighted and realistic but is prevented by union objections from letting 
out work. 

Fourth: The encouragement given small business, our best source of 
know-how, ingenuity, inventiveness, and willingness to produce. 

That is my statement. 

Senator Ranpvoten. Thank you, Mr. Engelhard. Did you say 
your plant employed five or six persons / 

Mr. ENceinarp. Five to eight, that is right. 

Senator Ranpoten. Five to eight. What was the employment, 
perhaps, at a peak ¢ 

Mr. Encetnarp. Well, we just started the business up there; that is 
all the bigger it is. We have another small heat treat in New Jersey 
that has nine employees, and that has never had any more than that. 
We have deliberately kept them small and go for special work, and 
we would like to continue on that basis, but, as fast as we develop 
something and it gets reasonably big so we can depend on it, why, 
itis yanked out from under us. 

These other plants get Government equipment put in to do the 
job and they pick up the know-how, and we are just left to dig up 
something else again. 

Senator Ranpoten. Mr. Hokanson said yesterday, in effect, that 
there was thievery going on. You would call it pirating. 

Mr. Encetuarp. Pirating is the name we use; that is right. 

Senator Ranpotrn. So we have two words that are appropriate, at 
least from the standpoint of two witnesses. 

Mr. McInarnay. Mr. Engelhard, I just wanted to make it clear 
that you are making out a case here where certain large companies 
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have, in your opinion, been pirating your heat-treat method, been 
using your resources until they got the know-how, as you say. 

Mr. Encetuarp. That is right. 

Mr. McInarnay. And then they would pull the work back from 
your own plant. 

Mr. Ence.uarp. That is right. 

Mr. McInarnay. It isn’t a case where other small firms may have 
been doing this work and you are losing out to them—— 

Mr. Encecuarp. No. 

Mr. McInarnay (continuing). But that the larger company itself 
is doing it. 

Mr. Encevnarp. Yes. I do want to make this statement, if I may: 
I have mentioned in here a few companies, and I don’t want you to 
think that I am particularly pointing the finger at them. I am point- 
ing it at them, of course, but they are not alone, let’s put it that way. 
I can dig up a lot more, but I don’t want to take up a lot of time. I 
think they are sufficiently clear and sufficiently recent, and I have, 
you know, substantial documents or good memory or a way of back- 
ing them up. So it is more general than just mentioning a few 
instances would in a case like this. 

I just came from a convention of the Metal Treaters Institute, and 
it is a continual source of discussion and argument in our group, and 
the basic problem has been that most of them are afraid to get up and 
name names and point the finger at the offenders. 

I just was alone in a committee making a stand that they should 
actually go to bat and take direct action, but all the rest of them felt 
it was better to sort of work around the back door, find out if a con- 
tractor was going to have the Government buy him some equipment, 
and then complain to your Congressman and have him stop that. 

I don’t feel that that is the way to do that, so I am alone on that 
score. 

Mr. McInarnay. Those contractors who pull the work back into 
your plant, they were working on Government contracts? 

Mr. Encetuarp. That is right. As heat treaters we do not make 
anything, we just offer a service. They supply the material, and so 
on. 
Senator Ranpotpn. We thank you, Mr. Engelhard, for coming and 
giving direct and helpful testimony. 

Mr. Kaplan, we are very glad to have you this morning as one of 
our witnesses. 

Mr. Kaptan. I am very pleased to be here this morning. 

Senator Ranpotrn. Will you identify yourself and give your state- 
ment ? 

Mr. Kaptan. All right, sir. 


STATEMENT OF SIDNEY M. KAPLAN, PRESIDENT, SYSTEMS 
INCORPORATED, ORLANDO, FLA. 


Mr. Kapian. I have a written statement here which I would like 
to read first. 

My name is Sidney M. Kaplan. I am president of Systems Inc., 
a small electronics firm doing research, development and manufac- 
turing in Orlando, Fla. Prior to the organization of Systems Inc. in 


SS ee eb bet ee et eet oe ot ee 1. 


“4a @ + 





f 


al 


SMALL BUSINESS IN DEFENSE SUBCONTRACTING 97 


early 1956, I served in various engineering and engineering-manage- 
ment positions in General Electric’s defense electronics divisions for 
an 8-year period. Thus, I feel I have had an opportunity to observe 
the defense contracting picture from inside both small and large busi- 
ness. 

The bill recently introduced in the Senate, S. 500, which deals with 

rocurement procedures of the Armed Forces, if passed, in my opin- 
ion, will have far-reaching and unsatisfactory effects on small busi- 
ness participation in defense contracting. The currently small per- 
centage of contracts going to small business will be even further 
reduced rather than increased. Basically, the presently low partici- 
pation stems from three major causes—and this is something I have 
given a lot of thought to to try to clarify in meaningful alinement. 

One is a decreasing use of advertised bidding; second, an increased 
use of the single-manager concept in weapons-systems procurement; 
and, three, a highly impractical evaluation system for research and 
development procurements. 

In connection with the first, S. 500 proposes establishment of com- 
petitive negotiation as an alternative to advertised procurement. The 
effect of this procedure will be to preclude many small businesses from 
competing on contracts which they would normally have an excellent 
chance of being able to obtain. For it can be conclusively documented 
that in advertised procurements for which large and small businesses 
compete, almost invariably small businesses are successful. Unfortu- 
nately, these procurements are only a small percentage of the total 
contracting picture. 

The proposal to rely on performance specifications in lieu of specifi- 
cations in terms of design and manufacturing details is equally un- 
satisfactory. The examples cited where standard commercial items 
are excluded from consideration because of the excess of detail in 
Government specifications represent only one side of the story. In 
many cases, there are no truly proprietary commercial equivalents, 
only military equipments which have been developed on Government 
funds. Not to make use of these drawings when available and to be 
derelict in obtaining such drawings on all equipment developed by 
industry for the Government on Seca funds is wasteful and 
ineflicient. The alternatives can only result in increased cost to the 
Government and reduced participation by small business. 

Before commenting on subcontract provisions of §. 500, I should 
like to present the result of our company’s experience during the last 
3 years in regard to subcontracting, particularly on weapons-sys- 
tem projects. May I suggest at the outset that the subcontract sta- 
tistics often cited by Defense agencies or large prime contractors must 
be carefully interpreted. By far, the bulk of this subcontracting 
represents purchase parts and components rather than true subcon- 
tracting. True subcontracts, either engineering or hardware types, are 
not let in any appreciable amount to small business. These subcon- 
tracts, however, are the very types which would be beneficial to small 
businesses and which they would be in an ideal position to accomplish 
economically and efficiently. There are a number of impediments to 
increasing this activity. First, it should be recognized that the in- 
evitable tendency of any company working on a Government contract 
will be to “buy” a minimum and “make” a maximum. Further, on 
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the large weapons-system programs, the major subcontracts which are 
let rarely, if ever, go to small businesses. The subsystem managers, in 
turn, do a maximum of this kind of work “in-the-house.” There are 
some notable exceptions to this, but, on the whole, our experience has 
been that the large majority of cases fall into the pattern cited. 

As an example, we have received several bid invitations from a large 
prime contractor in our immediate area. After much time and effort 
on our part, we found that the work was ultimately done within the 
contractor’s plant. In almost every instance, the work could not be 
handled as efficiently or as economically in-the-house as on a subcon- 
tract basis. The work was eventually performed by another division 
of the company which was much more remotely located than our 
facility. We have also run into the situation, time and time again, 
where engineering personnel of systems and subsystems contractors 
were eager to subcontract except for the unwritten rule stigmatizing 
those companies which rely on outside sources for their engineering 
and development. This results in stiff management resistance to sub- 
contracting. In support of this situation, we have found evidences of 
Government procurement officers citing plans for low subcontracting 
percentages as a point in favor of a prospective prime contractor. 

Another factor operating against more subcontracting are the pro- 
hibitions on pyramiding fees on cost-plus contracts. It is of interest 
to note that in spite of determined and continued effort to obtain 
subcontracts from weapons-system and electronics prime contractors 
all over the United States, only 13.5 percent of our Government con- 
tract business has been in this category. The remainder has been 
obtained from both advertised bids and negotiated types of contracts. 

Various suggestions for increasing small business participation in 
weapons-system programs by writing regulations into the contracts 
requiring establishment of subcontracting programs, in my judgment, 
if carried out will accomplish very little. The reason for this 1s that 
in Category I type procurements where the prime contractor has 
major responsibility for subcontractor selection and overall project 
performance, he will maintain that any diminution of his authority 
in the contracting would be inconsistent with a position of responsi- 
bility for performance on the project. Therefore, legislation which 
is aimed at writing subcontract regulations into the prime contract, 
such as in S. 500, does little more than pay “lip service” to the goal 
of more subcontracting. The only way—this is in my opinion—to 
genuinely increase small-business participation in this type of pro- 
gram, which is increasingly becoming the preponderant defense activ- 
ity, is by eliminating the single-manager concept and giving the 
coordinating responsibility and contracting authority back to the 
Defense Department, where it really belongs. It should be stressed 
that elimination of the single-manager concept is not inconsistent with 
weapons-system planning. Alternatives must be found and put to 
greater use, which will enable the Government to keep control of the 
large weapons-system programs. This can be done—as a matter of 
fact, has been done. i 

Furthermore, it should be recognized that outstanding performance 
has been obtained on this basis. On the other hand, it has by no 
means been conclusively demonstrated that outstanding performance 
has ever been obtained with the weapons-system manager concept. 
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It is not essential that the technical coordination be performed neces- 
sarily by Government personnel. Excellent examples exist where 
nonprofit but private organizations such as applied physics laboratory, 
Johns Hopkins University, and jet propulsion lab, California Insti- 
tute of Technology, have accomplished the coordination on large 
missile programs. Other organizations of this type exist and more 
can be encouraged to do this kind of thing and even more in the way 
of actual management of hardware phases. 

Projects must not be inhibited at the start, however, by turning 
the responsibility over to potential competitors of equipment manu- 
facturers as was done in the case of the Ramo-Wooldridge Corp. and 
its successor, Space Tech Laboratories. In the general type frame- 
work of weapons-system projects managed directly by the Government 
with assistance from nonprofit organizations working with presently 
available Government contracting groups, a mechanism can be estab- 
lished which will lead to greater small-business participation and 
more satisfactory weapons-system development. 

The third major cause which I cited previously related to methods 
for research contractor selection and has a direct bearing on the even 
lower small-business participation in research and development. 
Directly connected with the subject of this hearing, and underlying 
all discussions of defense research and development, and apparently 
not even considered by the drafters of S. 500, is the tremendous amount 
of the top technical talent of Government evaluation teams and indus- 
try which is senselessly wasted in competition for defense and space 
programs. Price competition, the real basis for our competitive sys- 
tem in business, has been eliminated, because cost-plus-a-fixed-fee is 
the type contract in current use. There can be no real evaluation or 
decision as between qualified competitors. A determination of tech- 
nical superiority cannot be intelligently derived from written pro- 
posals and staged presentations. ‘Technical competence in a given 
field can be determined objectively in the absence of the high pressure 
sales atmosphere surrounding specific job competition. Even rota- 
tion of awards among firms of established competence would make 
more sense than the present system, which fosters the use of technical 
talent in nonproductive sales effort at the expense of technical applica- 
tion to the problems facing us. 

I don’t thing it is an exaggeration to say that thousands upon thou- 
sands of engineering man-hours are wasted in this kind of an effort. 
Iam not alone in this observation. Many in large business, small busi- 
ness, and Government have, upon serious thought, reached the same 
conclusions. The necessity for expensive and wasteful sales programs 
which actually eliminate small business from these competitions also 
steals from our none-too-plentiful pool of technical manpower and 
increases the aggregate cost of defense research. It would be far 
better to subsidize research rather than sales effort. 

Finally, in regard to 8. 500, I should like to comment on the pro- 
vision dealing with exemptions from renegotiation. Where open com- 
petition results in a fixed-price contract, an exemption would appear 
to be warranted, but the fact that the contract is fixed price should 
not be conclusive. After all, it may have been negotiated on a sole- 
source basis and for this reason may have resulted in an unusually 
large profit figure. 
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On the other hand, in the case of advertised bidding, large profits 
are highly unlikely, due to the presence of substantial competition. 

It appears that the net effect of the subject legislation will be fur- 
ther concentration of contracts in the hands of a few companies, 
higher costs, less meaningful competition, less creative activity, dupli- 
cation of research in already established Government agencies and 
their contractors. It should be possible to write legislation which will 
allow the Government to utilize the benefits which will accrue from 
the establishment of more research and manufacturing sources. The 
fact remains that in “fair” competition between large and small com- 
panies on advertised procurements, it is exceptional if large business 
is successful. It is also a fact that creative ideas come from indi- 
viduals and small groups, rarely from large organizations. I think 
the testimony at last year’s hearings of Roy W. Johnson, formerly 
of General Electric and now Director of ARPA, is particularly 
illuminating: ' 

The large manufacturer is interested primarily in the thing he can make over 
and over again. He is more efficient if he has a contract to make a thousand 
of something, or a million. The smaller businessman, I think, is more competent 
to make one of a kind. 

I would certainly agree, although I think the optimum quantity for 
large business is closer to the million than the thousand. Since mod- 
ern missiles and aircraft are made in small numbers and continuously 
changing in design, our present operation by its very nature with 
its low participation by small business would, therefore, appear to 
be most inefficient. If the proposed legislation is adopted, it will 
become even more inefficient. 

I submit the following suggestions for improvement of Govern- 
ment procurement procedures : 

a; Zz system for the careful qualification of private research and 
development facilities to perform work in given fields, the award of 
contracts to those facilities for such work, and only after such quali- 
fication and award, the assignment of specific projects by Government 
laboratories, with pro rata increases and decreases as dictated by 
budgetary magerensate, 

2. A procedure whereby any research, development, design or other 
negotiated contract, estimated to amount to less than a sum certain, 
would be placed with small business unless it were affirmatively shown 
that no small-business source is qualified. 

3. The progressive elimination of the single-contractor concept. in 
weapons system procurement. 

4. The expansion of advertised procurements by the redefinition of 
existing exceptions from ideestionl procurements. 

5. The expansion of the use of Government-owned drawings on all 
hardware procurements and the limitation of the use of performance 
specifications to (1) those cases where improvements are required, and 
(2) procurement of mass-produced commercial items. 

That completes my statement. 

Mr. McInarnay. On the bottom of page 2, Mr. Kaplan, you state, 
“that the inevitable tendency of any company working on a Govern- 
ment contract will be to ‘buy’ a minimum and ‘make’ a maximum.” 

Would you elaborate on that just a little? 

Mr. Kaptan. I believe that is a fair statement. It is just natural 
for any company, given the opportunity, to want to grow as large as 
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possible, in different types of activity. And, also, in volume of any 
activity to extend itself. 

If they have the contract in hand, it certainly is a spur to take this 
particular approach, rather than to subcontract it to somebody else. 

Mr. McINarnay. As to the cost-type contract, it has been said that 
it becomes not one of less cost to the prime contractor—he does have 
the facilities open for more work. Do you agree with that? 

Mr. Kapuan. I would agree with that 100 percent. 

Mr. McInarnay. You said something at the top of page 3 which 
rings a familiar note, after the testimony of several witnesses we have 
had here; that is, that your company has bid or has received bid invi- 
tations from others on proposed subcontracts, and has spent much time 
and effort on your part, and a considerable amount of money, as well 
as time, preparing your proposals, and, ultimately, the work is 
performed by the prime contractor himself. 

Mr. Kaptan. That is correct, particularly in regard to this one com- 
pany that we have had this unfortunate experience with. It does not 
happen with every company. May I say that we have had several 
very good customers, that is, business from larger businesses in the 
past, and continue to have them today. However, there are many 
companies that do not adopt a responsible attitude toward the matter 
of subcontracting and use the large prime contractor as a means of 
stabilizing their own workload, even where it increases the costs, as 
was pointed out. 

On the cost-plus contract, there is very little choice. 

Mr. McInarnay. How many times has it happened to your com- 
pany ¢ 

Mr. Kapian. This particular situation has happened five times with 
the same prime contractor, and within the last 2 years. 

Mr. McInarnay. Approximately how much do you think these five 
bids cost your company ¢ 

Mr. Karian. I could not put it in an exact figure at the moment, 
but it would certainly be at least $5,000. 

Mr. McInarnay. For each proposal ? 

Mr. Kaptan. Oh, no; for the aggregate. I will say that would be 
a conservative estimate. 

Mr. McInarnay. You mention later, on page 3, that there is an 
unwritten rule stigmatizing companies relying on subcontractors. 
Then you even say that Government procurement officers have cited 
this factor as being detrimental to the possibility of their getting 
prime contracts. Is that true? 

Mr. Karian. I have run into this experience several times. We 
have had engineering personnel tell us they would like to subcontract 
some of this work but, if they did, it would create a bad climate with 
the Government. Company XYZ, a large company, is so short of 
technical talent that they have to go to Systems, Inc., to bail them 
out. This is the attitude that appears to be created by this. 

Mr. McInarnay. You speak of it as unwritten. Has there been 
any occasion when you have seen this to be a written policy ? 

Mr. Kapuan. I can actually think of a case where I saw procure- 
ment instructions at the Wright Air Development where it cited this, 
that is, where they recommended to the procurement officer that they 
survey the subcontracting content of the prime contractors and, if 
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it was a minimum, it proved that he had a capable engineering or- 
ganization; if he had to subcontract everything, that demonstrated 
that he was rather inept and unqualified. 

Mr. McInarnay. What is your opinion on the statement you made 
on page 4 that any diminution of the authority of the prime con- 
tractor in relation to his subcontracting would be inconsistent to his 
position of responsibility for the contract? Do you think that this 
necessarily follows ? 

Mr. Kaptan. I think it is quite a serious situation, and I think it 
is one of these impediments to the increased use of this single-man- 
ager system, because you cannot give people the prime contract and 
give them the overall responsibility « and then say, “We are going to 
tell you how to subcontract it.” 

Mr. McInarnay. What does this responsibility really mean, in the 
last analysis? 

Mr. Kaptan. Well, basically, if it is a cost-plus contract, it is the 
responsibility for their reputation. Reputation is determined by per- 
formance—not a dollars-and-cents responsibility, particularly. 

Mr. McInarnay. You mentioned later on, on page 4, that the re- 
sponsibility we have just spoken of belonged to the Defense Depart- 
ment and not with the weapons-system manager or any phase of it; 
that is, the final responsibility. 

Mr. Kaptan. This is my personal opinion. I do not think I am 
alone in this. 

Mr. McInarnay. You formerly were, were you not, the head of 
the instruments section of the NACA—you were with the Govern- 
ment ? 

Mr. Kaptan. No. My main experience has been with the General 
Electric Co., prior to the organization of Systems Inc. 

Mr. McINarnay. I think you made it clear in your testimony, 
though, that you feel the Government has sufficient technical per- 
sonnel to channel this problem itself ? 

Mr. Kaptan. Or can get them. I think this is the crux of the 
problem, really, and has, in a sense, forced the use of this single 
manager concept. Quite frequently, ‘the Government does not have 
the personnel to spearhead ‘a program of this size; that is, the qualified 
personnel. But I do not think they have to turn over the multimillion 
dollar contract and the whole ball of wax and the full subcontracting 
responsibility to the contractor to get this management assistance. 
They can get it in other ways. And they have gotten it in other ways. 
And where they have, in my opinion, it has worked quite well. 

Mr. McInarnay. I have one last question that concerns the cost- 
plus contracts you mention on the bottom of page 5. We heard some 
discussion of this type of contract earlier. I would just like to know 
if you believe that a substantial reduction of this type of contract 
could be made effective ? 

Mr. Kaptan. Well, I certainly want to qualify that very carefully. 
If you are talking about basic research or applied research, where 
you cannot possibly project the future course of the development, or 
the end result, I think it is entirely impractical to use anything but 
a cost-plus contract. 

On the other hand, where you can foresee certain results, and where 
hardware is involved, there it may be possible to cut down on the 
number of cost-plus contracts. 
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But I was trying to make the point that, where these cost-plus con- 
tracts are used in basic and applied research, you just cannot have 
competition in the normal sense. You cannot compete on the basis 
of price, because the costs are being underwritten by the Govern- 
ment. You have got to find some other way of making the evaluation. 

This has to be “done in a few weeks on the basis of some written 
reports, and I feel it is just impossible to make an intelligent decision 
on that basis. 

Mr. McInarnay. That is all the questions I have. 

Senator Ranpotren. Thank you for your testimony. It has been 
helpful. As with the two previous witnesses, you have gone into a 
technical discussion which will be helpful in making recommend: a- 
tions for improvement. We will find it of value to the subcommittee. 

Mr. JXapian. I am very happy to have had the opportunity to be 
here. Thank you. 

Senator Ranpotepn. With the hour now being 20 to 12, it will be 
possible for the subcommittee to reconvene at 1:30, rather than 2 
o'clock. ‘So we will continue with the witnesses at 1:30. 

We will recess at this time. 

(Whereupon, at 11:40 a.m., the subcommittee recessed, to reconvene 
at 1:30 p.m., the same day.) 


AFTERNOON SESSION 


Present: Senators Randolph (presiding) and Williams of New 
Jersey. 

Senator Ranpouren. At the conclusion of this morning’s hearing, we 
said that we would reconvene at 1:30 p.m. We will now ask that our 
subcommittee continue the hearings on defense subcontracting. 

We are to have the privilege of mi pa Mr. David G. Perry, a 
consulting engineer from Balboa Island, Calif., come before our 
committee, 

Mr. Perry, would you come to the table, please ? 


STATEMENT OF DAVID G. PERRY, PRIVATE CONSULTING 
ENGINEER, BALBOA ISLAND, CALIF. 


Senator Ranpotru. You have provided the subcommittee with cop- 
ies of your testimony ; have you not ? 

Mr. Perry. I have turned the testimony over as a basic foundation 
for the program which I am proposing to recommend here. How- 
ever, prior to making my statement and giving my proposals, I would 
like to identify myself, as related to this particular committee’s 
testimony. 

My name is David G. het [ am a private consulting engineer. 
My headquarters are in California. However, some of my clients 
that I do business with in the engineering field are spread all over the 
country, in the Midwest, and so forth and so on. 

IT am a reasonably typical small businessman. I was born and 
raised in the South and elucated in New England, and I am presently 
living on the west coast, and many of my clients are in the Midwest, 


as I say; so I cover the field from the small business standpoint pretty 
well, I should think. 











104 SMALL BUSINESS IN DEFENSE SUBCONTRACTING 


I am here to testify before this committee because primarily I am 
worried about our having reached the stage where there is no longer 
any masking of the economic factor w hich we have to contend : against 
as small business, and which is referred to as the weapon-system 
concept. 

I would like to make it clear in the testimony that I propose to pro- 
vide here that we must distinguish between career officers in the mili- 

tary services and the civilian “heads within the Defense Department, 
and this is where the problem really lies. The weapon-system concept 
is actually not the heart of the problem that we find ourselves facing 
today. 

Had the weapon-system concept itself been properly legislated and 
properly defined, rather than having been developed as it “has been by 
some semblance of cognizance here, this could have probably been one 
of the best economic influences that has come along in a good long 
time. 

However, it did not happen that way. 

Now, we have a bill called S. 500 here, which is now being sought for 
passage as a means of legalizing w hi atever happened before, ine luding 
the mistakes, including the errors, and including the many possible 
advantages that it might or might not have had. 

{i would like now to commence reading my testimony here and com- 
ment on it as I go along. This provides a foundation for recom- 
mended programs. 

To make such a foundation, Mr. Chairman, for a recommended pro- 
gram, there are several important factors which must be discussed and 
to which due cognizance must be given, cognizance given to their 
problem and their influence upon the economy. 

No. 1, the DOD operation is so vast that certain allowable errors 
must be expected and forgiven. 

Where trained personnel are concerned, and this does not apply to 
civilian heads within the Defense Department, I want to make this 
perfectly clear, that DOD personnel are in no way different from any- 
one else, so no more should be expected of them. The law of averages 
will grant to them just as it does to anyone else a certain amount of 
errors—errors in planning and operations in their various depart- 
ments. 

And so we get to the point which is the heart of this whole thing, 
and that is this, that human emotion and greed will always exist and 
that no legislative uction can stop it. This is the heart of the problem, 
what I choose to call a deliberate program for the elimination of small 
business, that these complaints received from multitudinous sources, 
all of them seeking exceptions, cannot solve or alleviate the problem, 
because all such complaints are of necessity, in many cases, exag- 
gerated, and they are most certainly prejudiced in favor of the com- 
plainant. 

Another factor is that strategic planning, as we call it, in the Defense 
Department today, in the highest sense of the word, must stem from 
human guesswork, and is, therefore, subject to constant change as 
events change. 

Again, we must also recognize, we just have to recognize, that it is 
humanly and mentally impossible to conceive of requirements sufli- 
ciently far in advance, requirements of the Defense Department, to 
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adjust a concept of a weapon to fit them. The development time and 
the production schedules are too extended and, therefore, guesswork 
must apply. 

It is a matter of record with regard to all of our weapons of war 
since 1940, that they do not permit anything but guesswork to apply, 
when we talk about the weapon-concept system. 

To support the pattern of thinking now in use, certain _ develop- 
ments must point the way. This requires the forecast of human prog- 
ress and is considered fairly accurate. 

In other words, we have to reach back and see what happened before 
in order to plan for the future. In many cases this reaching back is 
fairly accurate, and in many cases it has been disastrous. 

The human mind, unfortunately, has not reached the level of intel- 
ligence where it is possible to determine the random errors and plans of 
other humans. 

Mr. Chairman, I have been omitting the numbers on these various 
points which are shown in the statement; 1 am sure you have been able 
to follow it, however. 

The next one is No. 9, and that is that a program exists at the mo- 
ment which, when viewed through the eyes of small business, is de- 
signed to eliminate the small subcontractor. 

Now, the particular items which I have noted here are as follows, 
as typical examples: 

First, that there is an insufficient percentage of DOD funds which 
are channeled directly to small- and medium-size industry. It is far 
less than required in the country today, as far as our economy is 
concerned. 

Again, the selected major prime contractors are enlarging their 
activities, and their facilities, at the same time that small business 
is failing. 

In this connection I read in the newspaper the other day an item 
which said that North American is spending $180 million for the 
expansion of the program on the F-108 and the B-70 and, at the 
same time, in Los Angeles, there is at least four times as much work- 
ing facilities, with floor space and tools required for this type of 
program which is now idle, which certainly means there is absolutely 
no necessity for spending that money. The facilities are already in 
the local area. The contractors have them and they have the trained 
personnel; so why spend that $180 million at North American ? 

Senator Ranpotry. Where is North American’s plant? 

Mr. Perry. Los Angeles. Now, at Convair 

Senator Ranpoiru. Just a moment, please, if you will. You say 
the North American plant at Los Angeles 

Mr. Perry. I am speaking about Los Angeles and the contracts 
for the F-106 and the B-70 bomber, this is specific. 

Senator Ranpotrn. And I understand that the plant that they now 
have is presently at capacity ? 

Mr. Perry. Well, when you speak of capacity, sir, of an aircraft 
plant—I think I have to elaborate a moment on this. 

No plants of any kind in the country have sufficient floor space or 
manpower to complete an item. There isnosuch thing. The prime- 
system contractor must have several hundreds of small, allied con- 
tractors with him, and this is always considered as being almost an 
integral part of his operation. 
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Now, there is ample supply within this category without expanding 
the North American facilities. 

Going back to this deal, I have a statement from Mr. Atwood, I 
believe, that North American is using $180,400,000 for Government 
lands, buildings, and equipment, and this is only a small portion of 
what is expected to be required. These are statements for the news- 
papers or published in the Journal. 

The next item is Convair. Currently they are building an astro- 
nautics division at San Diego and the expected total when they started 
was 7,000 people, and they have expanded that to 15,000 and now they 
are heading for 20,000, all for the development of the Atlas missile. 
Again, we have more than sufficient floor space and manpower in this 
area to take care of this need. 

The next item that I desire—— 

Mr. McInarnay. Excuse me, Mr. Perry. This is a new division of 
Convair which was built to take care of this ? 

Mr. Perry. This is the new astronautics division which was built 
out at Montgomery Field at San Diego specifically for the astro- 
science field. In this case, the No. 1 prime contractor for the Govern- 
ment is the Atlas missile. 

Incidentally, to show the “intelligent” planning of this, this plant 
‘happens to be within short range of submarines in Mexican territory, 

The next item I want to gotois: That the selected major primes are 
creating new departments which absorb the previous functions of the 
small subcontractor. 

Now, that is something that we have never had before, the ab- 
sorption completely of the previous functions of these many small 
subcontractors. This is a matter of record—there is Douglas, North 
American, Convair, and many other plants. 

In other words, they are expanding into new fields, these major 
prime contractors and thereby deliberately eliminating certain plants 
which have been called expert and which have been in service many 
years doing business in these particular fields. 

The next item that I want to go into is that the major primes are 
destroying the small business segment by requesting voluminous bids 
from them continuously, and the cost of these proposals is consuming 
their capital, and this is happening frequently enough to give it the 
appearance of being a matter of policy, tomy way of thinking. 

The majors, as a matter of record, are reimbursed for the proposals 
that they submit to the Government and yet none of the smaller sub- 
contractors are reimbursed. It becomes a total business loss as far as 
they are concerned, since these small people must be completely in de- 
fense; they have no recourse. It is not unknown for a company to 
submit 60 proposals which cost it $1,000 apiece during the period of 
1 month and never receive a purchase order, and this is a matter of 
standard operating procedure in industry today. 

In a majority of the cases, these vast numbers of bids serve to bleed 
the small producer of his design ingenuity, and are used to educate 
the new departments of the major prime, to accelerate the demise of 
the small subcontractor, and to absorb his personnel, which he has 
trained, and he goes broke. There is no longer a place for him to 
work and so he has to work for the prime contractor. This is a mat- 
ter of standard practice and I can name any number of cases on 
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specific weapons systems where this has happened, where the major 
prime contractor has accepted a number of designs and bids from 
small people and then he went ahead and produced it himself, and I 
can give you specific numbers, if you care to. 

Mr. McInarnay. Can you give us one good example? 

Mr. Perry. Well, let us take the Convair, the Atlas missile—well, 
let us take the B-58, because the B-58 is further along and probabl 
less a matter of conflict, so let us take some of the items today ak 
are on the B-58. Let us take your hydraulic system. 

Some of these segments of the hydraulic component are produced 
by people who are selected choice subcontractors of Convair. Con- 
vair, however, finds that it can use a system and it is now building a 
system itself with the exclusion of only a few minor components, and 
for all practical purposes they are now hydraulic engineers, which is 
something strange in that corporation, incidentally. 

In many cases, after they have received several dozen proposals 
from small subcontractors, the specifications are rewritten around the 
selected features of all of the bids and then the bids are reissued to 
only a few selected choice vendors. 

This again isa matter of record. If you were to subpena the records 
of any one particular component system of any of the major prime 
contractors you would find this is the general practice today, based 
upon the theory that when these bids are submitted they are looking 
for the best proposal and, of course, the most economical price. 

This is a figment of their imagination because this is not the purpose 
for which it was intended at all, nor is it the purpose for which it is 
being used today. 

My next point is that, in many cases, subcontracts are awarded to 
divisions of the major prime, in fields of endeavor in which they 
possess no experience or knowledge, and they then produce the unit 
from information secured from the small bidder. 

I would like to point that up by a particular case. North Ameri- 
can, for example, permitted a bid on the hydraulic system for the B-57. 
This outfit is a guidance contractor or electronic outfit, they are not 
hydraulic engineers. 

And so you have hydraulic companies starving to death in Los 
Angeles, and if they go back and ask, they say there is an electronic 
division which submitted a bid on it—well, this seems to be a little 
farfetched, because normally speaking, you would not even consider 
an electronic outfit for a hydraulic component, and by the same token, 
you would not consider a hydraulic outfit for an electronic component. 
There must be a category or a line of demarcation here beyond which 
we cannot pass. 

These prime contractors receive these bids and they use these bids 
that are submitted as a means of educating and actually to perform 
the design function. 

The Government agencies have inaugurated a policy of furnishing 
the major prime contractor with free plants and equipment at a sup- 
os reduction in price of the product, while the small business must 

uy or lease tools from the Government for a 6-month rental, without 
the production contracts which would provide the necessary funds to 
pay the lease cost. 
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Suppose a company is completely defense, they depend upon defense 
contracts or subcontracts from the majors to pay the bills and to keep 
the plant running. If they do not get these contracts, there is no 
operating capital. Therefore, they certainly cannot pay a monthly 
rental on the tools. 

Now, the prime does not have to dothis. Why should the sub? 

And if the small producer declares the equipment surplus, or is un- 
able to pay the lease, the major prime cancels his opportunity to bid 
because of the lack of equipment and approval. 

Now, that seems to be a really enjoyable situation for the prime. He 
does not have to give you a contract, and, so, you cannot pay the bill. 
If you declare your tools surplus, you do not have an opportunity to 
bid because you do not have the equipment. There is no answer to 
that one except legislation. 

The major prime contractors have taken the opportunity of re- 
duced tonnage in weapons and the subsequent financial problems of 
small business as an excuse for reducing their participation. 

There I am particularly referring to siidetiands and to the sub- 
sequent financial problems, and this is now being used as an excuse so 
that they cannot qualify for participation in contracts. In other 
words, they are not financially capable, nor is their organization in suf- 
ficiently solvent condition to finance a contract, and that is used today 
as a means for casting them off of the bidding list, and this is being 
done by a great number of companies. And as a result, you have 
bankruptcy. 

A great segment of industry is designed exclusively for defense busi- 
ness, and it is either impractical or impossible to convert over to pri- 
vate commercial business. 

Now, we have tried to, in a number of small plants which have 
standard tools, but if you have Government tools you cannot use 
them in private business and, therefore, these people cannot convert, 
because they have built these plants surrounding Government specifi- 
cations, and the price is so far out of line that you cannot possibly com- 
pete with private enterprise, and so this field is closed because of their 
participation in the defense program. 

My next point is that vast numbers of small plants were set u 
and expanded to support the defense requirements and contained al 
of the owners’ assets, and the present trend is neither in the interest 
of fairplay nor a reasonable attitude that there is no longer a need 
for small, supporting industry. 

That has been a matter of newspaper record, that many people 
in the Defense Department and many people in the major corpora- 
tions, including the presidents of some of the companies who testified 
at these hearings, have made the statement that the United States and 
their weapons-system program no longer has need or requirement for 
small business, that it can be handled exclusively by the majors. This 
matter, I think, is of public record in many cases. 


The next factor 

Mr. McInarnay. Mr. Perry, excuse me, please. I do not recall that 
statement in the exact way you put it as being a matter of record be- 
fore the committee. I would like for you to go back to that. 

Mr. Perry. Well, there are several places here where the Secretary 
vf the Air Force has made the statement—and Mr. Atwood has made 
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the statement, and this is a matter of publication in the newspapers, if 
you would like for me to bring it in. I can bring you certified copies 
of several of these statements. I would be glad to oblige you. 

Mr. McInarnay. We would like to have that for the record, if 
you will. ook.) 4a 

Mr. Perry. Very well. Make a note and I will pick it up for you. 

(The information referred to was subsequently received, and is 
retained in the committee files.) 

Mr. McInarnay. If I may, Mr. Perry, one further question. 

You said earlier that the Government tools cannot be used for com- 
mercial business. Is it not true they can be in certain instances if they 
are paying? 

Mr. Perry. If they are paying for the tools and if they want to get 
permission, there are ways that they can arrange it, but it is im- 
practicable to take the Government tool at the present rental cost and 
use it in private enterprise. It is cheaper to go out and privately lease 
a tool or to do the job outside. It is a matter of economics. 

If you pay $10 for one tool and if you can get it some place else for 
$5, you cannot afford to pay that $10. 

I say next in my statement that the total floorspace required for 
the defense effort and the tools to support it are already in existence; 
therefore, there is no need for the major prime contractors to enlarge 
their facilities with defense dollars. 

The only result from that and the only purpose that that would 
serve would be to take and pull in a larger percentage or a larger 
number of defense dollars within their own plants. 

And there is no need for added defense facilities. 

Now, it is true that a missile suddenly acquires a need for a brand- 
new building to assemble it, and there are many reasons given and they 
all sound logical, and they sound plausible, but if we cut the fat off 
of this thing and look at it coldbloodedly, this no longer is factual. 
We already have the floorspace and the plants for these programs. 
They may not be right in the immediate vicinity, but we never have 
had any trouble hauling weapons around before, so there is no reason 
why we should have trouble now. 

I say in my statement next that the weapon system concept has 
resulted in great financial security for a few major prime contractors, 
and that it has resulted in certain conveniences to the Defense Depart- 
ment at the deterioration of small business. 

In other words, security comes for the prime contractors because 
of these programs which run for 5 or 6 years at a crack and that of 
itself has resulted, of course, in certain conveniences to the Defense 
Department, there is no question about it, because it transfers a great 
deal of the criticism and a great deal of the problems to some other 
agency which is not responsible to anybody, but this has resulted in the 
gradual deterioration of small business enterprise. 

Mr. McInarnay. What do you mean when you say that it has trans- 
ferred responsibility to other agencies ? 

Mr. Perry. Well, for example, let us take a typical case. 

_Supposing that the Air Force itself, now, were publicly held respon- 
sible for the development of the Atlas missile instead of Convair. 

Well now, in that situation, assuming that if anything goes wrong 
with the Atlas missile, it then becomes a problem of Convair, doesn’t 
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it? It becomes Convair’s mistake, an error of the propulsion section 
or the guidance section, or it is North American’s problem then. It 
is not the Air Force’s problem because, after all, they have given that 
to the contractor and the responsibility for the contract belongs to 
Convair; doesn’t it? Didn’t they give the contract to them? So, 
ou cannot go back and criticize that job and hold them responsible, 
if Convair did not do a good job, can you? This is what I mean by 
convenience to the Defense Department. You have absolved them or 
taken them out from under the gun, relieved them of a great deal of 
the responsibility that they had prior to this time. 

At one time, before all of this, if a weapon failed we could go to the 
Defense Department, to some responsible party, and throw up a little 
excitement and say, “This weapon is bad, isn’t it?” And then some- 
body was demoted or somebody was transferred; there were results, 
But, when we go to Convair, we get nothing. That is what I am talk- 
ing about when I speak about convenience to the Defense Department. 
However, this convenience to the Defense Department is not worth 
the loss of all of the small business. 

There is no risk or loss possible to the prime contractor, because he 
can negotiate anything. But the small subcontractor cannot do that. 
If he bids a job, and he has to bid a firm price, and if something comes 
up that causes him to take a loss, he is stuck with it, he cannot go back 
and renegotiate. The prime contractor can do this. 

We can take typical examples, and when I get finished, I would like 
to go over a list of the so-called weapons-system concepts, one by one 
and let us take a look at them and see what actually happened 
financially. 

My next point is that the small business viewpoint exists that only 

sitive legislation can alleviate this problem, and that action must 
be taken immediately or the large supporting segment will cease to 
exist within the next 24 months. 

If you do not do something about it, our ratio of failures will be 
accelerated and moving ahead very fast. 

I would like now to proceed to develop a realistic case for the real 
problem here with small business, and that is the second echelon pro- 
ducers, who are sandwiched between the few selected major primes 
and the extremely small shops. The plants that employ from 200 
people to 2,000 people actually support the small shops below the 
employable level] of 200 persons. It is not the major prime contrac- 
tors that support it. In the first place, they are too small, if they have 
10 or 15 or 20 or 50 people they cannot do business with the major 
prime because they cannot get approval financially because of their 
size, or their equipment or their inspection system or the nature of 
their operations. And, so, the normal procedure is for the major 
prime to issue a subcomponent assembly to the second-echelon plant, 
and he is the man who keeps 50 or 70 plants going continuously, and 
so the second-echelon producers are the people we are concerned with 
and they are the people who are going broke the fastest. 

The small industries cannot afford the required staff for DOD 
items. This third echelon, therefore, is closely aligned with the 
medium-size, second-echelon plant for auxiliary and supporting spe- 
cial operations and techniques. Further, they do not have the capital 
nor the credit nor the ability to tool for subcontracts. 
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This third echelon which does not have the capital or the tools, they 
get their support from the second-echelon plants, and this combina- 
tion of second echelon and third echelon is what keeps the basic 
small business segment going. 

The previous programs were established and operated with all com- 
ponents subcontracted from the major —— who designed and as- 
sembled only, to the second-echelon producer, who was skilled in cer- 
tain component fields. And this has always worked satisfactorily. 
And the second-echelon producer, in turn, supported the small shop 
with a multitude of operations of a special nature. Our past de- 
fense programs operated well under this plan. 

And during that particular operation of this plan, the second-eche- 
lon producer could go to the responsible department of the Defense 
Department or the particular service and receive satisfaction, includ- 
ing negotiation for contracts where he could prove legitimately that 
the money was spent in the interest of the project. This has ceased to 
exist ; it is changed. 

Next I say in my statement that the existence of political and eco- 
nomic pressure served a purpose in controlling criticism that accom- 
panied many of these contracts and which is highly unreceptive to 
human nature. 

And, so, I again say that we had a much more satisfactory opera- 
tion, frankly, in the Defense Department prior to this weapon system 
concept. 

If we propose to intelligently plan a national program, we must 
give cognizance by legislation to the ratio of importance of the basic 
tools of a defense effort. We must establish the order of importance 
which is incontrovertible. This legislative act must not be nebulous, 
nor vague, but a positive assertion of facts. I would like to list these 
items in their order of importance as follows: 

Number one, we must have a healthy economic atmosphere capable 
of supporting a reasonably intelligent plan in the event of war. At 
the same time, however, we have to have something so that we can 
plan in the event of peace. 

We do not have that now, with the greatest slice of the defense dol- 
lar being cut up between 10 or 12 major primes, restricting it more 
closely into much less area. 

Second, we need a very highly trained group of civilian and mili- 
tary personnel for the defense effort. This is granted. 

Third, we need the most advanced weapons which ingenuity is 
capable of devising. 

Fourth, the important thing we need right now with small business 
is a permanent industrial base of a legally established minimum size 
dispersed over the population area for the immediate and future 
production of required weapons. 

When I say this, I do not think of 10 or 12 major contractors 
in a few restricted areas, whereby we will automatically duplicate 
the situation that we had in 1941 when we concentrated in a closely 
segmented area. We need dispersion, and we are not getting it under 
the weapons-system concept. 

It is necessary to resolve the many facts and controversies to a 
simple plan which will avoid the human problem and which will re- 
strict the operation within reasonable bounds, to permit readjust- 
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ment of the defense effort, and to permit the situation to correct it- 
self. The action which I suggest is as follows: 

(a) The elimination of the present weapon-system concept which 
is now being evolved. I am speaking of it as it is blithely referred 
to today asasystem. It is not a system by any stretch of the imagina- 
tion, because if you have a system, you do not have variable systems. 
A system is a rule by whieh you are guided, you mean something 
that you can conveniently use on most activities or use parts of it. 
This is not a system; this is merely an idea of a means. The word 
“system” is incorrectly used here. 

(6) A modification of this system to permit its use where necessary, 
providing it does not develop a monopoly field. 

(c) It is required that the Defense Department retain the re- 
sponsibility and the supervision over defense weapons. 

Now, much of the published statements to the contrary and despite 
much of the statements made by Secretary McElroy and a number of 
other people, the prime responsibility for these particular weapons 
does not lie with career officers, it lies with a private contractor who 
deals almost exclusively with civilian heads in the Defense Depart- 
ment. And this is the fault that I find with the weapon-system con- 
cept as far as providing weapons is concerned. 

(d) It is required that a specific percentage of defense dollars be 
allocated to a permanent and minimum defense base made up of the 
required military installations and their supporting personnel on the 
basis of equality between the three services. 

I think that more confusion and more delays and more losses have 
occurred by these various service battles going on than because of 
anything else, and this is because we do not have an equitable mini- 
mum base that the service can depend upon for long-range programs 
to develop the results that their training tells them they have to have 
as a service. 

There is also this point, that no one else except the service itself 
can tell that service what kind of weapons they should use. I am an 
engineer and I would hesitate very long before I would presume to 
tell an attorney how to gage the law, and I would certainly not want 
an attorney to tell me how to run an engineering department. We 
cannot have a flier in the Air Force telling a ground tank group how 
to operate a tank company. That is an extreme case, but this is what 
we have in many of our missile programs today. 

(e) It is required that a specific percentage of the defense budget 
be allocated to the permanent civilian defense base under the juris- 
diction and supervision of the responsible military department. 

I am not talking about the Defense Department. I am speaking 
about allying these things with a specific department under the De- 
fense Department. Supposing that the Navy has a gun factory or 
they have a private manufacturer who is producing guns for the 
Navy; he should be directly under the Navy career officers, not under 
the Defense Department. This is where our problem arises. 

Mr. McInarnay. How far would you carry your civilian defense 
base? It seems to me like a monopoly itself. 

Mr. Perry. No; it is not. We can sit down today, and we are cer- 
tainly not unintelligent when it comes to planning. We can cer- 


trainly lay out the requirements, what it takes for this country to 





as es Ae ae 


—e mm Oe hh Om 


ee eee, 


wm 


— <_< 


Of we eS ee te 








SMALL BUSINESS IN DEFENSE SUBCONTRACTING 113 


fight a war in terms of airplanes, machine tools, and personnel. We 
can do that, and if we can sit down and plan the size of our Armed 
Forces and their functions in case of war, we can certainly plan in- 
dustry in the same categories. 

In this base, you will get competition and you will, therefore, get 
the best service at the lowest price, and you will get people who are 
seeking monopoly, but this is good for progress. You don’t have to 
give it to them. 

But we have to have some minimum that we can depend upon. 
We can come out today and say that we today have 1,500 small busi- 
nesses, next year we are going to have 750—where is the minimum? 
Where do you reach the point where you can no longer afford to go 
any further down? Where is the point where you can build your 
majors up, where you can expand them no more without complete 
inefficiency? Where is the point? It has never been planned, and I 
am saying that we can intelligently consider and plan it. And if we 
did that we would certainly have a much better distribution of the 
defense dollars than now, if it had been done intelligently in the 
first place there would be no need for this committee to be in ses- 
sion, besauas we had a certain amount of plants and we always got a 
certain amount of defense dollars—and certainly the cost has gone up 
under the weapon-system concept; it has cost more. 

And as long as you had small business competing, you had a reason- 
able chance of getting a fair shake for your dollar, but the minute you 
have a negotiated contract and no competition, then you can forget 
about value, you are not going to get it. This is just completely 
against human nature, you are going to get less and less. 

(f) It is required that all scientific and research studies, and the 
accompanying developments, be restricted to civilian industry at the 
second-echelon level by legislative act. 

I want to make a particular point of this. 1 would like to point 
out, for example—I would like to have anyone in this committee tell 
me this: How is it that North American builds airplanes and they 
have built planes for a number of years—can anyone explain how one 
of their divisions would be conducting biological studies, in the face 
of 700 universities who are far more capable of doing the job? This 
is the type of thing I am talking about. 

When it comes to efficiency, comparing the small company with the 
great industry, there is no comparison. You have this big outfit that 
has 500 or 5,000 deadheads on the payroll and they do not even know 
that they are there on the staff—the small industry cannot afford 
that. They have to have efficiency or they cannot survive, and their 
people are far more capable than the majors. And you will get far 
more for your money in far less time than you are getting it today. 

This recommendation of scientific and research studies being re- 
stricted to the second echelon would accomplish our purpose, and it 
would certainly make us better prepared in our scientific advancement 
for the future, and if the program does expand beyond this point, 
you can always turn it over to a major plant for production. But this 
is & Way in which a great many of the second-echelon plants could be 
kept going with fruitful enterprises, and satisfactorily, and we will 

getting a trained cadre of people in all of the science subjects in 
the future, which we will have to have one of these days. 














114 SMALL BUSINESS IN DEFENSE SUBCONTRACTING 


Iam suggesting further that— 

(g) A legislative restriction is required on the percentage of de- 
fense dollars that may be allocated to any major contractor, including 
its divisions. 

This would stop the size at some reasonable level and it would also 
stop it at a point short of the point beyond which efficiency cannot 
exist and inefficiency would result; therefore, we would be getting 
some value for the dollars. 

(h) A legislative restriction is required on all major producers in 
excess of 2,000 employees defining their specific operation and insur- 
ing that all operations in which they are not qualified, or experienced, 
are subcontracted to those second-echelon plants who are qualified. 
This is not a make-or-buy policy, as make or buy permits the major 
prime to purchase from his divisions and to establish departments 
which will replace the second-echelon expert. 

When you have this business of make or buy, when they can buy it 
from their divisions, then that leaves absolutely nothing for the sub- 
contractor. 

This will have to be done by legislation, because efforts to change 
that otherwise do not accomplish a thing, because, if, during political 
or newspaper pressure and under criticism, they will farm it out and 
they will ask for bids to be put in, and then, as soon as the heat is 
off, then the bids are thrown into the wastebasket, or maybe they are 
sorted out, but nothing happens because of the nebulous position that 
has been taken on this. Legislation is needed. 

(7) A legislative restriction is required on the Defense Department 
to prohibit the transfer of responsibility to outside prime contractors 
for the development of weapons as no one except service personnel are 
capable of coordinating strategic plans and tools required to support 
them. 

No outside prime contractor can do that, take on the responsibility 
for the developme::i of weapons, because there is absolutely no one 
except the people who have to actually use those weapons in time of 
war who can possibly conceive of their uses. There is no civilian that 
I know of who can possibly fight the war for the Army or the Navy 
or the Air Force, nor can he build a weapon without direction, au- 
thority and direction from those people who are going to have to use 
it. 

(j) Legislation is required to utilize all of the second-echelon plants 
who have fallen prey to the weapons-system concept, and train them 
as an experienced supporting system, in which is concentrated the 
scientific advancement necessary for future development. 

Now, these people cannot staff and hire and build anything that a 
major plant can build, but all of these scientific subjects that I am 
talking about are reasonably small, most of them under the $100,000 
level. I agree that a small plant with 5,000 people cannot build a 
space platform for $100 million; I agree to that. It takes a big plant 
to do this; but before they build a big one, I trust, in the interest of 
taxes, that they build a sriall one firs: at : few million dollars les and 
let a small company do this and then when they are ready for a big 
one, turn it over to them. I think that is the intelligent course 

Senator Ranponen. Mr. Perry, you don’t consider 5,000 people a 
large plant ? 
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Mr. Perry. Not when you consider the major plants, where you 
are talking about 25,000, 50,000, and 100,000; 5,000 is sm: 11] compared 
to 100,000. 

aro itor Ranpourew. I wish we had some 5,000 plants in West 

Virginia. 

Mr. Perry. And, believe it or not, there is a need for them in West 
Virginia. 

Senator Ranpoirn. Yes, sir. 

Mr. Perry. And I know. I am a Californian, myself, and 
I can be truthful when I say that we have far too much concentration 
of industry in California. I say this from the national picture rather 
than the local picture. There is no dispersion, there is only concen- 
tration. This is the mistake that we made in 1941, lining everything 
up so that you can get = of the projects in one point. 

Senator Ranpouiru. I don’t want the record to take me as being 
exact in this, I am not certain, but 1 will say, in essence, this: It seems 
to me that we have 500 prime contracts for research and we have 
never had one in West Virginia. 

Mr. Perry. This is the difficulty, and this is why I say that if we 
take and disassociate certain phases of this DOD money by legisla- 
tion, this could be equitably distributed, because we do need this 
dispersion. 

Mr. McInarnay. Mr. Perry, you are saying that a small space plat- 
form might well be developed by a smaller company ? 

Mr. Perry. That is right. 

Mr. McInarnay. And that then they get ready to develop a bigger 
one, they will turn it over to a larger company ¢ 

Mr. Perry. That is right. 

Mr. McInarnay. Doesn’t it seem there might be a considerable 
duplication of effort there? 

Mr. Perry. No, sir, because we have resolved it, everything has 
been done, in the final analysis. You have your facts, you have your 
test data, you have proven information. This is a complete thing, 
technically; it is completed at that point and then the big one takes 
off to build a larger sized one with a great deal of the preliminary 
information which he has to have to build it anyway; he has that. It 
makes no difference where the information is developed as long as it is 
developed and is proven, and that can be done as easily by a small 
company as by a large company and, in fact, it ean be done consider- 
ably faster by a small company properly staffed, and considerably 
cheaper, when it comes to Government funds. 

Mr. McInarnay. Well, this is an interesting point, because it seems 
that one of the problems that small business allegedly has is that it 
finds it impossible, often, to route the necessary information to trans- 
fer the development or production of an item or component from a 
large contractor to a small. 

Mr. Perry. Well, this works two w ays. You should try to get in- 
formation from a prime sometime. 

Mr. McInarnay. Well, that is what I had in mind. 

Mr. Perry. Yes. Under this proposal, under the Government con- 
tract, the small manufacturer would have turned over all of the tools, 
all of the prototy pe samples and the test data and the technical bulle- 
tins written on the subject, and so there is no reason why a small Gov- 
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ernment contractor cannot go to a major—diminution of size is not the 
problem. We could orbit the Washington Monument if we wanted 
to put up enough money 

Panatie Ranpo.tPuH. You could what? 

Mr. Perry. We could put the Washington Monument in orbit, but 
you can build a smaller one and come up with the same data and with- 
out having the same difficulties. 

Senator Ranpoiten. Well, if you can put Congress in orbit we won't 
worry about the Monument. [Laughter. | 

Mr. Perry. And I would like to recommend : 

(%) A moratorium is required on the system of leasing Govern- 
ment tools. All Government-owned tools should be supplied free to 
all contractors, regardless of size, or should become the property of 
the subcontractor and the major prime on a long-term purchase plan, 
so that inequity would be removed. 

In other words, they should all be free or make them all pay for 
them, one or the other. 

The thought we have had is that if the Government furnishes you 
the tools, they will get a reduction, but that means only that you bid a 
higher price and deduct the percentage and come out the same as in 
the first place. It is only a piece cf paperwork and you get no re- 
duction in the cost on Government tools from the majors. You 
den’t get them from the services, frankly, and this is just a matter of 
an accounting system, a matter of bidding, and you get no relief from 
this, so there either should be declared a moratorium or charge every- 
body for them, one or the other. But, you can’t have it two ways. 
You can’t give the prime free tools and charge the sub and not give 
him a contract to pay for them. That has to come to a halt and 
quickly. 

A moratorium could be issued by Defense Mobilization Agency to 
bring this down to the point where, at least during this period of zero 
contracts, these small people who have the tools sitting on the floor 
could, at least, be given a moratorium on payment on the lease. Some- 
thing has to be done in this regard. 

(7) Legislation is required to establish a standard procedure for 
all contracts. At the present time, the major primes receive nego- 
tiated bids while the second echelon is not honored with this system. 

That is to say, the primes have the benefit of negotiated contracts 
with cost-plus. Now, can anybody tell me why the second and third 
echelons are not honored with this? Is there something wrong with 
the small and medium manufacturer that he cannot get a negotiated 
bid? Why does he have to put a firm price on it 

Let me look at the industrial picture and I will tell you something. 
Anybody who has built a product in this country for a period of 10 
years can give you a firm bid on it, regardless of all of the conversa- 
tion or the ribbons that are put around it; anybody can give a firm 
bid and he will hit it somewhere within 10 percent, and I don’t care 
what we are talking about, whether it is an airplane or a missile, some- 
where along the line of 10 percent. 

We have gone far enough along in these fields to where there is no 
longer any excuse in not having firm bids if firm bids are the order of 
theday. Or, if negotiation is applied to everybody, you would have a 
fair system, but right now it is completely unfair from the small- 
business standpoint. 








. /!_ 


7 Se ew a 


SMALL BUSINESS IN DEFENSE SUBCONTRACTING 117 


Mr. McInarnay. Are you saying in effect that the second-tier sub- 
contractors are not getting cost-plus from the prime? 

Mr. Perry. That is right, 

Mr. McInarnay. Whereas the indication is that the majors are get- 
ting it from the Government ? 

Mr. Perry. That is right. 

Mr. McInarnay. Does it not seem, if these prime contractors who 
are experts in their business have chosen to go the way of fixed-price 
contracts as the most efficient and economic, that we might well in 
the Government heed this example? 

Mr. Perry. Well, if you were to walk into any plant of a prime 
contractor and look at the department that has got the fixed price 
and then go and look at the department that has the cost-plus, you 
would see the difference, al! right. There would be no comparison. 
That is the big company that I am talking about. 

Let me tell you this, that the fixed price is the only possible chance 
you have of getting an equitable value for your dollar. You will 
never get it under any other kind of contract. 

Now, true, there is always some negotiation because of the advance- 
ment of the state of the art, but this should be the rule all the way 
down the chain, and not just the primes, and I can name specifically a 
number of items which would show you why it does not work. 

Next I mention in my statement that: 

(m) Legislative action is required to prohibit the major prime 
from exerting bankruptcy pressure upon the small producer, where 
technical problems arise which delay or interfere with results or 
schedules. 

If a major prime can bid $8 million on a bomber and then negotiate 
$39 million to make it fly, then obviously the component producer who 
ran into technical problems should be, under the law, permitted 
to recapture this expense, as long as it is legitimate; in other words, the 
component producer in the second echelon should be extended the same 
courtesy. 

This is the big discouragement in this whole thing. The major can 
jump from $8 million to $39 million and yet the small cannot jump 
from $400 to $405. 

Mr. McInarnay. Did you say you had specific examples? 

Mr. Perry. I have a number of specific examples on the weapons- 
system concept for you here. And I mention now, in here, that: 

(n) Legislative action is required to prohibit the use of retired 
service personnel in lobbying activities or in employment with Govern- 
ment contracts. This conflict of interests must be removed. The 
small manufacturer cannot afford the luxury of high-salaried retired 
service personnel. 

Mr. McInarnay. You know, Mr. Perry, there is a provision in the 
the law now that retired military officers should not be entitled to re- 
tirement pay if they are selling to one of the enumerated agencies. 

Mr. Perry. Well, I am afraid this is merely jumping from the fry- 
ing pan into the fire. That will serve no purpose, but there is a way 
to do it, and that is to prohibit any former executive officer of one of 
the services from serving a private contractor for a minimum period, 
at least 5 years. This is the only way you can possibly stop this con- 
flict of interest. 
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For instance, supposing that a man retires and he gets his retire- 
ment pay of $5,000 or $6,000 or $7,000 or even $8,000, and then he 
takes a $20,000-a-year job. Well, he doesn’t want his retirement pay; 
he has no need for it, does he? It is simple arithmetic. That is the 
peculiar fallacy behind it that the C ongress and the Defense Depart- 
ment have fallen into. 

Let us be human about this. We have a number of people who are 
in the career services and who are completely honest and they do a 
good job and they get a lot more criticism and a lot less praise than 
they deserve—and here is the bind, if they get up to the top and if 
civilian pressure forces them to go into things like the weapons-system 
concept, and if they buck it, then they get out—let us be human about 
it—a man would be ridiculous to do it, wouldn’t he? 

The only way that we can eliminate this is by legislation, either pro- 
hibit him from being employed for 5 years and ‘after that period of 
time his influence is of no value, or stop it entirely by just cutting it 
off. It has to be rather drastic, because otherwise what you are going 
to do is this, you are just going to pass some legislation and leave the 
door open. 

If you say, “OK, we are going to prohibit him from drawing his 
retirement salary,” then this happens: He draws $5,000 retirement pay 
and he gets $20,000 from an executive job outside—why does he want 
the 85,000? Such a piece of legislation would serve nobody to any 
purpose. In fact, my comment is that you would be wasting your time 
to put in that kind of a bill. 

Mr. McInarnay. That is in the law. 

Mr. Perry. What I am saying is that it would do no good, because 
what you are doing there is asking him merely to sacrifice a small 
pension. This proposal I am making avoids the conflict of interest. 

And, let us be realistic about this. Ifa retired serviceman goes back 
to the department and an executive uses his influence, then you have a 
situation, well, that is pretty standard, isn’t it? You cannot expect 
these career officers, unless you give them something really stable to 
work on, like a reasonable minimum budget every year and a reason- 
able latitude without interference, and if you could give them sufficient 
latitude of authority so that they could go ahead without criticism— 
if you can’t give at least a little of the trust to them that we should 
place in them, you cannot expect anything else, frankly. 

Mr. McInarnay. What are you going to do with career men who 
have reached the top in the military and retire? 

Mr. Perry. Well, business has a way of doing it. They retire a 
man after he has served and has been a useful man, and they may 
retain him back again as a consultant and this way they do not lose 
that talent. 

If a man is trained as a military officer, can you conceive of any- 
bodv that can use him but the military ? 

Mir. Mcinarnay. You mean, better than ? 

Mr. Perry. Nobody can use him better than the service that he 
came from as a consultant on part time. 

Let us just take these men as examples, and if they themselves were 
to write down their memoirs, and include all of their information, 
we would have a wealth of information that the world has never 
heard of before in military studies—but you never get this, you will 
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never get it. This is an acute problem, and nobody evidently is going 
todo anything about the conflict there. 

The thing that perturbs me is that we don’t even bother to mask 
it. We have reached a point where we don’t even try to use diplo- 
macy by trying to hide it. It is in the open. This is pretty bad, 
isn’t it, a real bad state of affairs, frankly. 

And do you know why small business—some witness says that if 
you go to the Defense Department and ask them, and you gentlemen 
can’t do it, they won’t tell you, but they will tell us in pl: Lin ‘langu: age, 
“You are dead,” and this is unfortunate, but I don’t believe we can 
afford that luxury, because our guesses are really as good as theirs—— 

Mr. McInarnay. Has anyone in the Defense Department told you 
inso many words ? 

Mr. Perry. I went to the Defense Department on a particular con- 
tract under the weapons-system concept and the particular depart- 
ment I went to see—I went back and forth here, generally asking the 
question, “Just tell me one thing: Is there a need for small business in 
defense ?” 

Now, over at the Secretary of the Air Force’s office, without going 
into a lot of specifies, the understanding there is that the contracts 
that are being issued today « can only be handled by very large major 
corporations. Well, isn’t this another way of saying that if only 
big companies can handle that, we don’t need smaller ones? This 
is 2 much more diplomatic way of putting it. And they asked me 
the question, “Do you think a smaller company could put out the 
Atlas?” And my answer was, “We would have been better off if 
we had never produced the Atlas in the first place.” 

But this does not solve the problem. You can have your commit- 
tee sitting here and call in anybody from the Defense Department, 
and they will not say that they are against the small business, or 
they will not publicize the fact that they are against it, but they 
couch it in other terms, and there are a lot of them. Webster has 
a book 

And here is another problem that we have right now with the 
smaller manufacturer: (0) He cannot afford the luxury or equivalent. 
representation at the major centers of activity, and he cannot afford 
the expense required to secure hs in competition to the majors. 
Legislation is, therefore, required to strengthen the position of all 
bidders in securing opportunities for quotation by restricting the 
lobbying activities and other fringe activities now in common use. 

In other words, the small man cannot go there; he has to write in 
and try to get bids sent to him, but that is not the way to work out 
the final details of a contract. They will never get a prime contract 
this way, qualified or not, by mail. You can only do it by personal 
discussions with the people in charge, and small business, by and 
large, cannot do that. They have no representation. 

So here is what it resolves itself into. Your committee sitting here 
in session is discussing what really involves two problems, and that 
is, what are you going to do about the disorganized majority in 
terms of what is happening with the organized minority—in other 
words, what are you going to do with small business when large busi- 
ness has all of the big contracts: what are you going to do? 

The answer, I think, is pretty evident. You are either going to 
have to take drastic steps to stop it by legislation—legislation is going 
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to be required to do it because you cannot depend upon any human 
element. You cannot depend on political appointments or upon any 
amount of logical reasoning. You have to have firm legislation. 

Everybody knows what the problem is and everybody recognizes 
it. It is common knowledge. Obviously you are not going to get the 
majors to come down here and say, “Well, now, we think that we 
should give this to the smaller companies.” They are not going to 
tell you this. For one thing, human greed will not permit it. 

I can see their point. They have a bunch of divisions and they 
want to keep them going 24 hours a day, and this would be their first 
requirement, but if this is done at the expense of breaking the second 
echelon, I would say no, this has to be legislatively brought to a halt. 
It is the only action, the only way. 

Senator Ranpoten. Does that complete your testimony, Mr. Perry ? 

Mr. Perry. Yes, sir. 

(The balance of the prepared statement of Mr. Perry which was 
not read follows :) 

(p) Legislative action is required to establish a department within a defense 
system, which could be inculcated into the present Small Business Administra- 
tion, wherein a system would be utilized for evaluation of all defense require- 
ments. This system could permit coding of the entire expenditures and this 
code could be adopted to specified lists of bidders based upon their size, their 
adaptability, and their experience. 

The following are examples of system problems: 

North American Aviation, Inc.—systems and divisions 
Lockheed—system and divisions 

MIL spec. approval—harbor rubber 

Convair B—58 system 

A-3-J Aircraft, Navy—5,700 (bugs) malfunctions 
Sonic-Aire—bankruptcy 

PRP monopoly—Convair Oronite Rubber 
Methods of qualifying—North American Aviation 
Standard items problem—no demand 
Convair-Astro check ralve—$80, $462 

Advance work by Whi‘taker on F-—108 and B-70 
Douglas Hercules hydraulics 

Jupiter improvements 

Miscellaneous small companies problems 

Senator Ranpotpyu. You are a very interesting witness. I find my- 
self forced to admit that I have had to keep very carefully attuned to 
your comments to stay with you, but I think that your testimony is 
very helpful, although I did not find it very easy to stay with you. 
But I will read carefully your full statement. 

Mr. Perry. Thank you, sir. We have a problem. We also havea 

Mr. P Thank you, We h probl We also } 
way of solving it. We have a way in which your committee can rec- 
ommend legislation which will solve the problem. 

However, any delays are going to be continually disastrous to small 
business, any delays. Somewhere along the line we have to come to 
grips with the problem here and, by legislation, insist that a sufficient 
percentage of the subcontracts go to keep the small business people 
going. 

The statement was made in the paper, I believe, by one of the 
Secretaries in the Pentagon a week ago where he stated—and, inci- 
dentally, the legislative representative for Senator Saltonstall on 
S. 500 made a statement. to me in his office that small business did not 
have a right to expect Government contracts. Well, if that is the 
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case, neither has big business. What is good for the goose is good for 
the gander—but I don’t believe this is a true statement—and I believe 
that everybody who has put in a number of years to support the 
defense effort has the right to expect consideration, and on an equal 
basis with any other segment of American industry. 

Senator Ranpoutru. Before you go, may I ask if you will be avail- 
able to the committee at some future date if we desire to call upon you ? 

Mr. Perry. Oh, sure, any time. 

Mr. McInarnay. May | ask one question ? 

Senator Ranpoupu. Yes. 

Mr. McInarnay. Mr. Perry, earlier, in trying to bring your point 
out that we would be hard pressed to find a really successful effort by 
way of the weapons-system concept, you said that the B-58, I believe it 
was, will not get off the ground with a full capacity. 

Mr. Perry. Well, we were discussing some of the results of what 
we call the weapons-system concept. Up to this date we don’t have a 
weapons-system concept which can be considered successful. 

Mr. McInarnay. Can you give us your best example, briefly ? 

Mr. Perry. All right. Let us take the B-52’s. These are strategic 
bombers and highly thought of by General LeMay at SAC, but this 
airplane will not fly off with a full load of bombs and without cut- 
ting two furrows in the runway, and they have to take off with a light 
load and refuel in the air. 

Now, they need a bomber that can fly to the target without refuel- 
ing, and this bomber could be developed. They have a tanker that 
will do it. But they built a tanker below that range and then they 
built a bomber to refuel in the air—that is the kind of thing that 
happens under the weapons-system concept; you build two airplanes 
instead of one. 

If they can build a tanker that can do it, they can build a bomber 
that can do it. 

Are you aware of the distance that the tanker flew, down there to 
South America? It flew far enough to go to Russia and back, didn’t 
it? Well, if a tanker can fly that far with a full load of gas, don’t 
you think that in this enlightened day and age we can build a bomber 
that will? 

I am asking you a question now. 

Mr. McInarnay. You are talking about the B-58 and B-70? 

Mr. Perry. Well, now, again, let us take this B-70. Right now, 
that is in IBM shape—sure, funds have been allocated for the study of 
it, but this is something that has several years to go before it can be 
proven. ‘This is not an actuality by any stretch of the imagination. 

And if we go down the line—let us take the weapons-system concept 
which is referred to as the Atlas missile. 

We have spent several hundreds of millions of dollars on Atlas; 
haven’t we? Would you like to send a soldier into combat with a 
gun that could hold a load of 20 bullets but could shoot 2 and the 
other 18 are duds? I am just asking the question. 

Senator Ranpotpn. Didn’t General LeMay say last week that the 
Atlas was of no value; or am I wrong? 

Mr. Perry. He made a statement in the paper and I see he has 
come out and corrected himself. This is an old dodge of the lawyers, 
to get a witness to say something and then strike it from the record— 
the damage has already been done. 
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He made the statement that he did not feel that the Atlas would 
ever be a satisfactory ICBM. Well, he is right, but I don’t know 
how he knew it. He is not a missile man, for one thing. That is a 
question. And he wanted the B-52 and he got it, and then he had 
to build a tanker for it. 

On the other hand, you have men like General Pollard who have 
other ideas than General LeMay, and you have this contradicting of 
opinions, and so, therefore, you wind up knowing nothing about it. 

But we don’t have today a weapons-system concept that has been 
successful. There is none. 

I have to clarify that a little bit by saying that probably the Polaris 
is as close as we can come to a real concept under weapons system, 
which has been handled, let us say, to.a reasonably satisfactory state, 
The Jupiter is one and that is not handled as a weapons-system 
concept, and it is, frankly, the missile in the best state, and this was 
developed by the Army—unfortunately, they cannot improve this be- 
cause the Air Force has cognizance of the missile, and so the Jupiter 
becomes a Model T because of a service problem. Or you can take 
the Titan or you can take the Minuteman, but the Minuteman is 
along way from home. And so we don’t have a satisfactory weapons- 
system concept which can be held up today as a fine example of effi- 
ciency or price or ingenuity or anything else; we don’t have it. This 
is unfortunate, but we don’t. 

Senator Ranpouen. Thank you, Mr. Perry, very much. 

Our next witness is Mr. Poffenbarger of West Virginie. 


STATEMENT OF NATHAN S, POFFENBARGER, ATTORNEY AT LAW, 
CHARLESTON, W. VA. 


Senator Ranpoitrw. Will you please identify yourself for the 
record before beginning your statement, Mr. Poffenbarger ? 

Mr. Porrensparcer. Mr. Chairman, 1 am an attorney ‘at law , prac- 
ticing in Charleston, W. Va. I am a member of the law firm of 
Hodges, Poffenbarger, Dodson & Deutsch, with offices in the National 
Bank of Commerce Building. I am also executive secretary of the 
Constructors’ Labor Council of West Virginia, Inc., which is a group 
of highway and heavy contractors for whom we negotiate labor con- 
tracts with the key labor unions in that field. 

For the past 25 years, a large portion of my practice has been de- 
voted to the representation of contractors from West Virginia and 
other States. My clients are principally engaged in heavy and high- 
way construction, as distinguished from building construction, In 
this representation, I have Seka familiar with most of the prob- 
lems confronting the contracting fraternity. 

Like most businesses, financial problems are the greatest concern 
of contracting firms. When I speak of the contracting business, Mr. 
Chairman, I am speaking now primarily of my own knowledge of 
the heavy and highway construction business, and I have had con- 
siderable knowledge of building construction. 

By its nature, contracting is a relatively hazardous business, de- 
pendent upon so many factors beyond the control of the contractor, 
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such as weather, subsurface conditions, unavoidable changes in plans 
and contract specifications, and the like. Although the mortality 
rate of contractors is much lower than in many other industries and 
businesses, banks, investment firms, and the public generally have 
come to regard the average small contractor as a marginal financial 
risk. Hence, the contractor who applies for commercial loans, or 
attempts to secure investment capital from persons outside his im- 
mediate family and friends, meets with more resistance than persons 
engaged in other enterprises. 

The small contractor—and 90 percent, I am sure, of all contractors 
are small contractors—is primarily concerned with the performance 
of the work he has under contract. I say 90 percent of them are 
small contractors because of the standards set up by the Small Busi- 
ness Administration, as I understand them, where a small contractor 
is one who does not have a volume of $5 million in any one year, or 
who does not employ more than 500 workers. Unlike most business 
people, he seldom has an office force of sufficient size to enable him 
to keep the same sort of financial records as are kept by other busi- 
nesses. His type of work necessitates his presence in the field, rather 
than in the office. Such records as he does have frequently are not 
under the control of competent accounting personnel. 

Thus, when he applies for a loan at a bank or other financial institu 
tion, or for financial assistance from investors, he is often unable to 
present the kind of financial data required. Modern banking meth- 
ods have practically done away with the character loan. The out- 
standing construction companies operating in this country today, 
originally were financed by banks which made loans to the found- 
ers—largely upon their confidence in the ability of the individuals to 
successfully conduct their operations. Today’s banker or financial 
institution, under the control and direction of State and Federal 
banking laws, in few cases makes a loan based to any large degree 
upon the capacity of the individual or individuals seeking such a loan. 
The fact that the contracting business is considered hazardous, adds 
to the difficulty of securing a character loan. 

In the absence of ordinary commercial collateral or mortgages on 
improved real estate, in making a commitment for a line of credit 
today, a bank relies almost entirely upon the financial statement of the 
applicant or corporation. 

ontractors’ financial statements rarely meet the standards set 
up for ordinary commercial loans. A large part of the net worth 
of any contractor, and especially the highway and heavy contractor, 
is tied up in his equipment and machinery item, which few banks 
will consider as an asset in determining the amount of a commercial 
loan to be made to him. In extending lines of credit, banks generally 
demand that a ratio of current assets to current liabilities be main- 
tained on a 2-to-1 basis, and often require an even greater proportion. 
If a contractor has current obligations amounting to $100,000, he 
should have, according to commercial banking practices, at least 
$200,000 in current assets. If he presented a statement showing 
current assets and liabilities in those amounts and an equipment 
item of $250,000, he probably would be able to obtain a line of credit 
for as much as $50,000. However, if he asked for $50,000 and pre- 
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sented a statement showing current liabilities of $100,000, current 
assets of $150,000, and an equipment item having a value of $500,000, 
he probably would not secure the credit, since the bank would give 
little, if any, value tothe equipmentitem. _ sau 

Under the regulations prescribed by the Small Business Adminis- 
tration, its requirements are as stringent, generally speaking, as those 
of financial institutions. The only difference is that some, though 
very little, consideration is given to assets other than those which are 
current. The voluminous documents ordinarily required by the 
Small Business Administration in support of the application, and the 
delays incident to the examination thereof, and other supporting 
data, discourage the small contractor from pursuing an application 
even after it has been initiated; and frequently applications are 
dropped by him in the middle of negotiations. 

Senator Ranpotpn. Could I interrupt at that point by indicating 
that it must have been the intent of Congress that we would have a 
less stringent program on loaning than just the regular financial 
institutions. Do you say that is not true? I was not a member at 
the time when the Small Business Administration was created and 
related laws were passed, such as the Investment Act, and so forth; 
but Senator Williams of New Jersey, who is here, I am sure was a 
Member of the House then and is able to speak on it. 

Mr. Porrenparcer. Well, I think that was the intent of Congress, 
all right, Senator, but I think that the regulations which have been 
promulgated do require practically the same financial data and the 
—_ or almost the same requirements which are now required by the 

anks, 

Senator Ranpoten. You think, then, that the intent of Congress 
has been modified or changed by the regulations? 

Mr. Porrenparcer. Yes, sir; I think so, by the Administration. I 
don’t think it has been intentional, but I think it is only the tendency 
to continue to throw standards around loaning of Government money 
that has really created that situation. 

I noticed in today’s paper, or yesterday’s paper, that in the last 5 
years, I believe it was $47 million has been loaned in the State of 
West Virginia by the Small Business Administration, but a very 
small part of that has ever come to the contracting fraternity, and 
largely because of the fact that our item, the principal item, as I 
point out later in this statement, in any contractor’s statement, the 
largest item in that statement is his equipment item. 

Mr. McInarnay. Mr. Poffenbarger, these regulations which are so 
restrictive are Small Business Administration regulations? 

Mr. PorrensarGer. Yes, sir. 

Mr. McInarnay. Under section 7 of the Small Business Act which 
sets out the basis on which the loan is made? 

Mr. Porrenparcer. Sir, I am going to make a confession here that 
I did not have too much time to go into the Small Business Act. 

I have made applications there from time to time and I have con- 
sulted with a number of contractors, small contractors, and when I 
make the statement, I speak from what they have told me rather 
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than from intimate knowledge of the workings of the Small Business 
Act. 

But I do know that the method is to do this: 

First, you go in, and when you apply, the first thing they say to you 
is, “Have you been to a bank?” 

And you say, “Yes; I have been to a bank.” 

Then they ask, “Well, have they turned you down?” 

You say, “Yes.” 

And then they say, “Have you got a letter?” 

And you say, “No; I don’t have a letter, but I will go back and get 
one.” 

So that is the easiest thing; that is the first requirement that you 
have to have, and it is not difficult to get a letter from your bank that 
they turned you down. 

The next step is: They ask, “Can you get your bank to participate 
ina loan?” They say, “Maybe we can go along with you if they will 
go along for 50 percent or 60 percent’”—and by law they are limited, 
as I understand it, to 90-percent participation. 

And you go to the bank—and I may explain this procedure, and it 
is helpful in the case of any small businessman residing in a commu- 
nity which has only a small bank—the present setup is helpful in that 
respect, because many banks in small communities are limited, as you 
know, by law to making loans up to 10 percent of the capital and 
surplus. And I would say that there are many banks in West Virginia 
that I know whose total capital and surplus will not run over $200,000, 
and I think there are some of them that are smaller than that. 

Well, when a contractor resides in that community and he goes to 
his local bank, and he may have a fine statement and he wants to bor- 
row more than his bank can lend under the regulations or, rather, 
under the law—if he is entitled to $10,000 and he wants to borrow 
$50,000, then the Small Business Administration looks over his state- 
ment and, if it feels he is entitled to $50,000, they will then participate 
tothe extent of $40,000. 

Now, that is fie in that instance. But if a man resides in a 
town or in a city where the bank can loan him $1 million and he goes 
to the bank and he only wants to borrow $50,000 to handle a specific 
contract, and his statement only entitled him to $10,000, if he then 
goes back to the bank and he asks for the $40,000—to have $10,000 
extended instead of the $40,000, on the guarantee of the Small Busi- 
ness Administration, they still won’t loan him the $10,000, because 
they stand on exactly the same footing with the Small Business Ad- 
ministration: If the man fails, the Small Business Administration 
will be credited to the extent of $40,000 and the bank will be credited 
to the extent of $10,000—they only limit their liabilities. 

So, in the end, if they felt the man was entitled to a $10,000 loan 
and they would ultimately get that back, and he loses, the loan is lost; 
then they are going to lose their proportionate part of it. If they 
only recover $25,000 on the whole thing, they are only going to get 
$5,000 back. Whereas, if they made the $10,000 loan in the beginning, 
they felt they would have had a chance to get the $10,000. 

4040759 9 
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That is the reason why the participation plan doesn’t work where 
in communities where a man is entitled to go into a bank, and where 
the bank can give him the amount of money he may need if he is 
entitled to it. 

I find many contractors and many small businessmen who have their 
assets tied up in plants or equipment of any kind, have difficulty 
borrowing money. 

Now, it is true that there is a money market from which this money 
can be obtained. You can go to a large commercial credit company, 
such as the C.I.T., Commercial Credit, that type of institution, but 
the cost of that type of loan is prohibitive to the average small con- 
tractor. It takes him out of competition with the big people. 

I have suggested here that probably the answer to the problem might 
come in some change in the law or regulations which would permit 
the Small Business Administration to make loans on equipment. [| 
think if a loan of that type could be set up—and I don’t think it should 
be limited to the construction business, but we have the FHA, we 
have other types of investments which are guaranteed by the Federal 
Government, and I have suggested here that the same thing, same 
sort of consideration should be given to people who have their fixed 
assets, which have no yalue when it comes to securing a loan from 
a commercial institution. 

‘I said here in my prepared statement, the answer to this problem 
probably lies in some change in the act or the regulations under which 
it is administered. The contractor should be able to obtain a loan or 
line of credit from a commercial bank in the amount to which he is 
entitled, on the basis of his financial statement. 

In addition, he should be able to secure from the Small Business 
Administration a loan or line of credit based on the value of the equip- 
ment and other semifrozen assets, to which the Small Business Ad- 
ministration should look solely for its security. Consideration also 
should be given to his business record. Properly administered, such 
a course should not result in any substantial losses to the Small Busi- 
ness Administration. The techniques worked out by the Federal 
Housing Administration in insuring home loans has prevented any 
substantial losses by that Administration. Similar techniques applied 
to loans made on equipment and other fixed assets of the contractor 
would safeguard the funds of the Small Business Administration. 

It is my firm belief that, if such loans on equipment. could be made, 
the financial problems of the small contractor would largely disap- 
pear. He would become a better credit risk for a normal commercial 
loan or line of credit; and bonding companies would be more willing 
to furnish him with performance bonds, if some liquidity could be 
put into his so-called frozen assets. 

The equipment item in every contractor’s statement has become 
increasingly greater. Without modern equipment, designed and pro- 
duced since 1947, contractors cannot hope to compete. This is par- 
ticularly true of those engaged in excavating large quantities of earth. 
Today’s machinery designed for that purpose is constantly being im- 
proved to give additional capacity ; but its cost is fabulous. Increases 
in wages throughout the construction industry have made it necessary 


> 


th 








8 Oe de ee eee 


ie I ol 


S 
ho 


“a =a t. 


l- 


oa 


wr 


Sg 
al 
1g 
be 


ne 


r= 
h. 


487 


— 


SMALL BUSINESS IN DEFENSE SUBCONTRACTING 127 


for the contractor, like the manufacturer, the coal operator, for that 
matter, every type of business, to purchase machinery designed to cut 
down the use of manpower. The use of such equipment has brought 
prices for heavy construction excavation down to a point where today 
they are lower, in many cases, than in 1947. 

Competition is very keen. The small contractor, in order to com- 
pete with the big one, must have the same tools. Too, the contractor 
who has today’s machinery may be out of the market tomorrow because 
he does not have tomorrow’s equipment. 

Unless some method is worked out whereby the small contractor can 
continue in business, all of the major work in the heavy and highway 
industry will be done by the big contractor. Even though there od 
ways will be small jobs, the size thereof will not prevent competition 
from the larger contracting firms. Some of the Nicweial firms in the 
country bid all types of jobs, ranging from a few thousand to millions 
of dollars. 

The committee should not gain the impression that I think anything 
should be done to curb the growth of large contracting organizations, 
however. Without them, this country could not survive. Their ex- 
perience, capital, equipment, and general know-how are necessary to 
construct the many immense projects needed for the continued growth 
of this country and for its national defense. Our national defense de- 
mands that we have such contractors, who are capable of taking over 
and completing installations with the least possible delay. In order to 
maintain them for that purpose, they must be kept in business during 
peacetime. 

I do oppose the so-called subcontracting bills which have been in- 
troduced in Congress from time to time, with the idea of doing away 
with the services of the general contractor. The services of general 
contractors are invaluable to any major project. However, in order 
to give continuity to the supply of large contractors, there must be 
small ones constantly going into business to replace the large ones 
which ultimately sell out, dissolve, or in some other way pass out of 
the picture. 

Therefore, small contractors should be enabled to secure financing 
without too much difficulty and on favorable terms. Men with ability, 
enterprise, industry, thrift and foresight should be encouraged to enter 
and continue in the contracting business, and be permitted and helped 
to develop and grow. 

Senator Ranpoten. Mr. Poffenbarger, you have made a definite 
recommendation that a possible change in the law should be consid- 
ered by this subcommittee, the full committee, and, ultimately, the 
Senate and the House of Representatives. Do you wish to say any- 
thing further on that point ‘ 

Mr. Porrenparcer. Well, of course, Senator, I realize that this is 
something that would take a lot of study. [am only planting a seed 
which I hope will lead to some further study. Of course, if there is 
any way I could be of some help in that study, I would be glad to 
make myself available and on call for anything I can do. 

Senator Ranpotpn. Has any member of the staff given any consid- 
eration or have we any background which would lead us to believe that 
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the Small Business Administration could proceed with a loan based 
on the value of the equipment of the contractor, semifrozen assets, as 
Mr. Potfenbarger suggests 4 

Mr. McInarnay. I am not familiar with those regulations, 
Senator. 

Do you know, Bill ? 

Mr. Amis. No, I don’t know, Senator. 

Senator Ranpotew. We have a Subcommittee on Finance, do we 
not, within the full committee. I think that it is important that we 
present it there. 

Senator Wiiuiams. I just wondered in this connection if you are 
familiar with the market for used equipment. 

Mr. Porrenparcer. Yes, I am. 

Senator WituiaMs. Does equipment depreciate rapidly ¢ 

Mr. Porrensarcer. Well, the equipment becomes more obsolete 
rather than depreciates. In other words, I think that is best illus- 
trated by the type of earth-moving equipment which you find today 
as compared to what we had prior to World War II and principally 
designed after that came into the market in 1947. 

Prior to World War II, a 5-yard shovel was almost the limit. You 
seldom saw anything larger than that. Today, in coal stripping, 
for instance, they have shovels which can bite out something around 
over 25 yards in one bite, and they have to put it into a truck which 
is specially designed, they are not on-the-road trucks, they operate 
strictly within the confines of the mining operation, can carry some- 
where in the neighborhood of 40 tons of coal or overburden or what- 
ever it happens to be that they are called upon to carry. 

We have what they call rockers, which is a type of a rubber-tired— 
hauled by rubber-tired tractors that carry, built today to carry 37 
yards of dirt, and they are generally serviced by shovels in a capacity 
in excess of 5 yards. 

You can see that a shovel of that type would cost—I would say, on 
the average, a 5-yard shovel will run somewhere in the neighborhood 
of $200,000, $250,000, and a Turner rocker—that is a trade name—but 
a rocker, a piece of equipment of that kind will run to $60,000, $65,000, 
depending on what is on it. 2 yt! 

That simply means that the fellow who is using three of the smaller 
type of equipment designed to carry 10 to 15 yards has to have three 
teamsters, or three operating engineers. That is the tendency. It is 
getting away from manpower; it is the same thing you find every 

lace. 

Senator Winu1AMs. I imagine contractors finance the purchase of 
their equipment. 

Mr. Porrensarcer. Yes, they do; they generally finance. 

Senator Witxtams. How long a period do they have to pay off; 

what is it? 

Mr. Porrensarcer. Well, they often try to force them into financ- 
ing it on the entire, on the length of a job; that is, on a big job where 
they put on a piece of equipment, they hope to finance it that way. 
Eighteen to twenty-four months, I would say, would be the average 
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Now, then, in the price of the equipment, of course, you have the 
financing. It is generally financed through paper given to the dealer 
who then, in turn, sells it to a bank or to somebody like C.L.T. or 
Commercial Credit, and the initial financing is not—it is expensive, 
but every contractor finally ends up with some equipment for which 
he has paid the entire purchase price, and that is the equipment upon 
which he can’t borrow any money, and there is a market for that 
equipment, Senator. Maintained all over the country there are dif- 
ferent big concerns who specialize in selling that type of equipment. 

Senator Witu1AMs. I have no further questions. 

Senator Ranpotew. Thank you, Senator Williams. 

I am delighted, Mr. Poffenbarger, that I was privileged to be in the 
chair when you were testifying. 

Mr. Porrenparcer. Thank you, Senator. It is a privilege to be 
here. 

Senator Ranpotpu. I am always glad to see fellow West Vir- 
ginians, and I know that you and those for whom you speak are in- 
tensely interested now in the possibility of West Virginia subcon- 
tractors receiving opportunity to bid on certain Government installa- 
tions which were programed and which are now being constructed. 

Mr. Porrenznarcer. Might I add, in that connection, since you have 
mentioned the fact that we have been having that problem, that I 
have made not a real study of the Saltonstall bill, so 1 am not capable 
of answering that, and certainly it is way beyond my field because it 
covers the entire range of procurement for national defense. 

But, insofar as our people are concerned, I think that you found 
from the hearings and discussions we had here last week that the diffi- 
culty in which the small contractors—and for that matter all local 
contractors whether they are small or large—find themselves, where 
defense installations are put in by contractors from all over the 
country—the tendency is to expect the local contractor to seek out 
the big general prime contractor. And very often in these defense 
installations facilities there is an aura of secrecy thrown about it which 
makes it difficult for the local man to get his foot in the door and 
find out just with whom he is dealing. 

As a matter of fact, on a particular project where the whole con- 
tract situation was explained, all the difficulties were in that par- 
ticular instance wiped out because there was some question as to 
whether the Navy was letting contracts or the prime contractor was 
letting the contracts. 

So we, I say, in our little State, removed like West Virginia is from 
the Capitol or from the Pentagon, we have difficulty finding out what 
is going on, and our contractors don’t have the money, as I think the 
gentleman said before, to keep a representative in Washington who 
keeps his finger on what is going on. 

We think that if information were more widely disseminated on 
these contracts, that our people would have a better chance to come in 
and bid and know what is going on. 


_ Wittrams. You are familiar with the Dodge reports; are 
you 
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Mr. Porrensarcer. Yes, sir; I am familiar with the Dodge reports, 
very familiar with them, but they do not contain all the information. 

Senator Witu1ams. Do they cover this area of Government procure- 
ment? They do not; do they? 

Mr. Porrensarcer. Yes. 

Senator Wiuiams. Do they? 

Mr. Porrenparcer. To give you a specific illustration—because I 
don’t think there is anything for either the Navy or the prime con- 
tractor to be criticized for what happened—they are now building 
what they call a radar observatory of some sort in West Virginia. It 
is a very large project, and it is on the classified list, and the contract 
was negotiated by the Navy with a syndicate made up of the Tidewater 
Construction Co. of Norfolk, Va., Peter Kewick, and Patterson-Emer- 
son-Comstock of Pittsburgh. But before or during the period while 
they were negotiating that contract, the Navy took bids on the access 
road which was afterward included in the prime contractor’s contract. 

But there was just confusion as to who was letting the contract, 
But that didn’t appear in the Dodge report or any other reporting 
agency’s. 

Then when the prime contract was awarded and construction begun 
under that, the prime contractor selected lists of contractors whom 
it had invited to bid. 

Now that is all right; there is nothing wrong with it. They 
selected a number of contractors and sent out the information. How- 
ever, there were very few West Virginians on it. So we wanted to 
find out why there weren’t any West Virginians on it. So we enlisted 
the services of Senator Randolph and Senator Byrd, with the result 
that we found out that the West Virginia contractors had not pre- 
sented their qualifications, and we found out that they felt that there 
was some doubt as just to whom they should present their qualifica- 
tions. 

So once we cleared it all up, I don’t know whether it is going to 
result in our contractors getting any business or not, but at least they 
are going to get the opportunity to bid, and they are being put on the 
bid list. 

I think that is the sort of thing that happens in much of Govern- 
ment procurement, that many people all over the country don’t know 
what is going on and don’t have the opportunity to bid. They ex- 
pect, sure, you can go to the Commerce Department and find out a lot 
of things. I know that the information is available, but the average 
small businessman back in the country, as the previous witness says, 
has no organization here and can’t come over and find out what is 
going on. 

Senator Witu1aMs. They can’t find their way in; they don’t know 
where to go. 

Mr. Porrensarcer. Senator, I think you are right about that, too, 
but I don’t think that is quite as true today as it has been. 

I believe, I don’t know about these things, they are beyond my 
concept, of going into space and all that sort of thing, missiles, but as 
to our particular field, why, we don’t know what is going on. I mean, 
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we don’t get it from the Dodge reports, and we can’t get it from the 
newspapers. So, we think that, if the prime contractor would in- 
form, would in some way or another get word to, let’s say to the As- 
sociated General Contractors or the West Virginia Contracting Asso- 
ciation, or organizations of that kind which exist in every State and 
in almost every community, if the information was given to them 
just exactly as to what was going on, then our people would have an 
opportunity to go in and present their qualifications and perhaps get 
on these bid lists. 

Senator Witi1ams. Thank you. 

Senator Ranpotpw. Thank you, Mr. Poffenbarger. 


STATEMENT OF GEORGE ESTOK, PRESIDENT, PARK CITY LABORA- 
TORIES, INC., BRIDGEPORT, CONN., AND CHAIRMAN, CONGRES- 
SIONAL LIAISON COMMITTEE, ELECTRONICS SMALL BUSINESS 
COUNCIL, WASHINGTON, D.C.; ACCOMPANIED BY THOMAS L. 
THOMAS, PRESIDENT, ELECTRONICS SMALL BUSINESS COUNCIL, 
AND JAMES R. MORRIS, EXECUTIVE SECRETARY 


Senator Witi1aMs (presiding). The next witness is Mr. George 
Estok, representing Electronics Small Business Council. 

We are very happy to receive your testimony. It is my understand- 
ing that you want to refer to material from Mr. Courtney Johnson, 
Assistant Secretary of the Army. 

Mr. Esrox. It is, sir. 

Senator Wixu1aMs. We will make his letter, dated April 17, to the 
Honorable John Sparkman a part of the record at this point. 

(The letter referred to is as follows :) 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE ASSISTANT SECRETARY, 


Washington, D.C., April 17, 1959. 
Hon. JoHN SPARKMAN, 


Chairman, Select Committee on Small Business, 
U.S. Senate. 


Deak Mr. CHAIRMAN: This is in reply to your letter requesting information 
concerning the Nike maintenance parts situation. 

There were 141 items out of stock at depots as of April 3, 1959. A list of 
these items and the quantities needed is inclosed herewith. The quantities 
needed are on order. These 141 items are part of the total of 6,143 items 
authorized for depot stockage. 

Repair parts for maintenance of the Nike system are stored at Pueblo 
Ordnance Depot in Colorado, Erie Ordnance Depot in Ohio, Letterkenny Ord- 
nance Depot in Pennsylvania, Mount Rainier Ordnance Depot in Washington, 
Benicia Arsenal in California, and Raritan Arsenal in New Jersey. Repair parts 
are not stocked at Redstone Arsenal; however, this is the national inventory 
control point for such items. 

We are most happy to provide information at our disposal which may be of 
assistance to you and your committee. 

Sincerely yours, 
COURTNEY JOHNSON, 
Assistant Secretary of the Army (Logistics). 
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Repair parts’ for the Nike system out of stock in all Conus depots as of Apr. 8, 





























1959 
Ordnance part Short nomenclature | Unit |Quantity| Cost 4 
No. | price needed 

8026-309_.........-.- NR co it 3 ete ie dpb beab dongs sie $2. 45 457 $1, 119. 65 
8524-930 2__.._...... tinal onmeoneninen ss 8. 64 319 2, 756. 16 
8524-931_........... eld ena beers bdo qeuuddadancccuwtn 35 827 289. 45 
| a ee I it od oe hal ah gleam die - 56 | 8, 500 4, 760, 00 
SIC sacra coh i ce ant cerdenecsasaknegbwee 3.70 1, 212 4, 484. 40 
I ii cicisdaticentngoiain i £05 dasddceebtcandedencass 3. 00 32 96. 00 
BE EEE 0 2 4. 50 1, 382 6, 219. 00 
DPE os ccmcceeut IEE fo Ra cuted acbousscnncsendavadbubdauidas sae 1.10 570 | 627. 00 
tits wnceensits IN is 6 nln bque eng onampiamiil 78. 25 1,178 92, 178. 50 
DEE pisenccesen DN Sd Senn tcadeuts Gockbdtugtepudpcuncwutes . 58 800 464. 00 
AEA AE SN Ss te pti dic dimhabe ch baba divadacieunsens 61. 80 | 257 15, 882, 60 
SS Tl ent amas alien 49. 50 | 546 27, 027. 00 
ee ee RIN 5 ds cat hsiide ee ddabcwedosne 2.30 1, 066 2, 451. 80 
TE a iiacinanenenams Clamp assembly. .-......-.----- iia ld acess ie 1. 27 417 529, 59 
Slee 352s J-. 2d PSE 5 Ah hia dn dh Senhte  mesdibotainkd whe ocak ghintxteaniake ~ 18 827 124, 05 
$001-555........---- I i ed ebb ohderee 75 1, 445 1, 083. 75 
SUE becadus-oad CT Seiad mnenbinkae weasels isles 38. 70 23 890. 10 
8033-002..........--- I ee ee RE ons oe ccna aie .10 10, 000 1, 000. 00 
GLM)-108.....4.2.-.- Indicator antenna orientation. ..........-.-.---.- 2.31 69 159. 39 
a atid rs ee NT eemaemeses 26. 40 | 46 1, 214. 40 
8152-848_.......-..- eS SE Rea eee ee 45. 30 | 20 | 906. 00 
8155-991....-.. Ns CEE occ cncanennense nnsnnse~seren 22. 20 | 43 954. 60 
SR evcieccacen CE Be 8 BS ln MM ch chy dad halbere oebend 86. 90 | 50 4, 345. oo 
a a arsenite oti | 8. 30 | 19 | 57. 70 
Ss ae ee ee ae cnn 8. 43 46 387.78 
ee ae BE cad thc cadet phusadd eweudcudhs bhSp co acbsan 28. 40 35 994. 00 
SR int pitenn anion eel teens demeng bende pI E hs 10. 30 199 2, 049. 70 
8150-004_........-.- Amplifier electronic control_ --__----- abuswieea } 182.00 288 52, 416. 00 
8155-178.-2-.......- | Adapter, fixture... 4.-----~-2.---+-<+---------- 5.25 | 176 24. 00 
PE ct. ae snac ne EG soto ot odcheepereaanneetieen | 228. 00 170 38, 760. 00 
8512-062............} Oscillator audio, frequency be pbb didehinilcamadadies: | 194.00 | 380 73, 720. 00 
ET cpacneranaes Amplifier electronic control---....--------------- 438.00 | 396 173, 448. 00 
8511-084 2........- Network cectifying .__ -.=...... 1.2 .--.-..---.- | 2. 80 | 2072 5, 801. 60 
8171-169___...--....| Amplifier, intermediate frequency ee ad | 112.00 382 42, 784. 0 
ea tanpegene te! ae ns i 341 333, 498. 00 
8517-452 2.....------ Manem@eteiie 2523. . 230. Soest | 97. 90 | 272 26, 628. 80 
ee i asc eatan enchidaet 5. 20 | 65 338. 00 
8518-032. ........... Generator sweep_ a St ag AP ee a eS ee ee | 402.00 | 296 118, 992. 00 
8000-941_....-.-.-.- CN iecananndoabce Shape reid Sakata . 62 | 748 463. 76 
$005-943_........--.- Attenuator. i ibdiatvadaeeeboaueetunecos 118. 00 | 205 24, 190. 00 
J S  _—___—aeaes Amplifier, converter. asin ay SS etekep opoewesetions | 2, 369. 00 | 148 350, 612. 00 
STE crates sstberee Control power supply -- cree aras Saiaigesch a. nite saneee | 599.00 | 296 177, 304. 00 
8173-129 _...........| Generator pulse--.-------.------ i= 876. 00 364 | 318, 864. 00 
8173-013 ?__..___--.-} otis a 170. 00 84 | 141, 280. 00 
GP OAds ec. ote sea cs ide 7a | 741.00 409 | 303, 069.00 
8511-656 2__........_| Accilator radio frequency LE |} 718.00 | 341 244, 838. 00 
8171-356_...........| Power meter. saccepebabs nas 4i.. e508 991. 00 221 219, 011.00 
O517-200....----...- | <pemuemaber pyies.< 235 -.- 2-22 4 ---22552- 200. 00 | 289 57, 800. 00 
$150-104_..._.__.....| Power monitor-- Soar 602. 00 254 | 152, 908. 00 
9005-495............| Amplifier electronic control ---.....-.--.------- 144. 00 549 79, 056. 00 

5-503.....---..--| Amplifier direct control-- ------ ~— ---| . 202.00 | 682 137, 764. 00 
| ERA | Amplifier accilator- --__- ~ shears anal Bé ee T 302 | 538, 164. 00 
9007-695__.........-| Gate electronic___-_-.....--- 75. 00 3, 890 291, 750. 00 
8009-275............| Receiver transmitter. ............-.----- Pyke 300. 00 468 140, 400. 00 
9007-946 ........--.- NN on eed ba cb ecko aaeeed OREN. OR! 178 555, 360. 00 
SR neni onion a Re ee er innmnmaan 5, 150. 00 | 163 | 839, 450. 00 
a ee Wire. ee tae eon eed aie ia pmaee 16. 70 90 | 1, 503. 00 
8167-732 -__---- ..--| Cable ‘assembly - - a eee 4 351. 00 15 | 5, 265. 00 
8525-274..........--| Spring- anit oieeread Men 5.40 | 2, 090 11, 286.00 
9033-532. ...-_- Valve shut-off-.......-.-----_--- 55. 00 | 461 25, 355. 00 
J Sais Oo Spee ees eer ese bit 239. 00 294 70, 266. 00 
8022-230 .......---- Cae HEBY..:- Sint opie d dec op ptder ed 69. 10 282 2, 566. 20 
IR acca otemm See do... as cali al 11. 90 281 3, 343. 90 
8161-037_...-..-.--- ee : 146.00 | 281 41, 026. 00 
8161-036__._.------- LAs... } 29.80 | 281 8, 373. 80 
8161-032 _.....--.--- a so tp tele eperecatunes - oberon 11.10 | 281 3, 119. 10 
GOUT cb ance séccne I a icears eoceten 5s is capa dnb okts'aeh dance Cotta ashen ole oi | 1. 30 145 188. 50 
TN ies ah, Si cnsae dundee ng~aigenes ie weceuwes 15.00 | 254 3, 810. 00 
801-3682__........-- ee eb hiewunkekes 8. 46 | 31 262. 26 
MS-35392-53_ ..--.- IR 5s js daa aii cuenko pn beneeecnnnsce| 2.70 461 | 1, 244. 70 
Paden wcoccee i tel mental | 7.00 | 260 1, 820. 00 
8169-283_..........- SS eR eee E ot oe | 18. 00 | 81 1, 458. 00 
8100-352..........-. a al is . 26 | 500 | 130. 00 
$169-110..--.------- lid aia IE 55 | 60 | 33. 00 
$168-937_......--..- NS eee ie as 2 is bbasekeeainens | 1.00 | 200 | 200. 00 
oc carpio eee et ccmiamnininednuniiine 1. 50 | 400 600. 00 
incessant a ls eae ail Piet Magne 45. 00 100 4, 500. 00 
oie cine ihe aiseeemnns 32. 00 164 5, 248. 00 
ES ae Ea enna 173. 00 | 169 | 29, 237, 00 





See footnotes at end of table. 
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Repair parts' for the Nike system out of stock in all Conus depots as of Apr. 3, 
1959—Continued 
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Ordnance part Short nomenclature Unit | Quantity Cost 
No. price needed 

OP ht UNS 5 sock il bn hs b5hib ao Selden ea eden bbe eee $1. 74 900 $1, 566. 00 
oy ee Sis 5 cisadci dnd tatevcatede aba adiewnycakih waa . 97 700 679. 00 
LS do cidumedelag sod WD b dds cat battdbdevnetebbbnatdakwleuchabees .07 506 35. 42 
OO” EEE s aalielannediaceraisnt ahem ical a i ee 44 1, 000 440. 00 
| EEE BE. CSE Too nas cama den ebaabacnabeeeheb seaheeee .73 980 715. 40 
MING. 8 cussed bbees ee Er a ee ee ee ee Se af 6, 400 4, 736. 00 
ES cancun a aa siehtiatae 03 1,000 30. 00 
Meb108..c--.-26 26. WAM i 52st thle ee . 06 1, 000 | 60. 00 
RE. on onen. DO et Cao <a winston dace nade Mead teataicnnieae .35 | 3,800 | 1, 330. 00 
8150-325_.--- digas ia ann sa duininiad thd eka Rae OongEere . 02 | 1, 200 24. 00 
9050-800... ...-.-..-- inde bh thd eke bihecaenhee oh etkees<h ateghere eh .O1 3, 000 | 30. 00 
9099-613.......--- tasket_- pics ai - oa] - 06 | 400 24. 00 
cea cnn nol OD. can sicecnncwnews ; . weve -40 | 800 32. 00 
900-0668.....------ EL cheddininetannedeen” ; ; 1. 36 560 761. 60 
8176-693 Sein g hie CROSS s curca~ -connds aca : 8. 58 48 411. 84 
8018-582 Latch. sleet aabehdn be elafeas a 10. 80 153 1, 652. 40 
2020-099 ous PE, La sc kc erie eka gea nil . 67 2, 050 1, 373. 50 
SLs oi. i LiL ROOK Liss. 2. a 3.12 1, 390 4, 336, 80 
8528-660_-..-----. i neniguhdnancecenn the ; -10 2, 740 274. 00 
9013-774_-----------| Turnbuckle, Assembly-- 15. 50 375 5, 812. 50 
900-9561... ---- Clamp... .31 140 | 43. 40 
8150-394. - - ---- Spring---- . . 99 | 200 198. 00 
EES PE ee --| 546.00 271 147, 966. 00 
MS035043-127 _ -- = See oi . 06 290 17. 40 
9012-516. s Js < ae . . 29 2, 300 667.00 
9173-816. --- -- a eoen L 2, 100. 02 171 359, 103, 42 
8519-224 - - yo eal : 1. 60 240 384. 00 
900-6532.......---- PES wii abbote sah deb 1, 080. 00 136 146, 880. 00 
8515-949. -- - - - Capacitor - ------- . . 62 50 31.00 
7052-619. _...-------| Connector. -- Lh x odeeack ‘ 55 85 46. 75 
9010-739... .-- eek i oe aed ok capt anes epee tas cele 2. 20 100 220. 00 
9023-721. - - ---- MIE Gihacicke omc a acteurs 2 . 36 136 48, 96 
8155-838... - --- - NN edi i craeedeaee Leeed ened 4.70 425 1, 997. 50 
8014-746. - - - Terminal Lug-.-_---- brett Ah Soca . 06 3, 910 234. 60 
8513-049..---- Clamp... -- . bet.d 31 | 324 | 100. 44 
IE TIN a «Ln cena cneeramatheeensscientndabeduotaal . 93 40 37. 20 
Transformer intermediate frequency - .--...-.---- 24. 00 49 1, 176. 00 
PN Sail cio trie pani nt au adeteenin 77. 30 206 15, 923. 80 
i aasatale at Pe Let nnccledtnnkdemeduediizteeenaweewe 319. 00 1, 001 319, 319. 00 
Pans cae scclocdecbasauodeddddsdsetuddnnd aa 78. 30 200 15, 660. 00 
RO: 3.4 cane oduensdeuwennateh toscana 24. 80 600 14, 880. 00 
Raond Gl ta. ohs cada cothdad adameanadeeteh aniciele tuamade 4. 58 354 1, 621. 32 
sib ee | ae op a ee ae Oe Pees ee REY 3. 54 533 1, 886, 82 
Saws iki odewatind dunn Gudendsmumiaes dade kia’ 6. 97 583 4, 063. 51 
iia ies 2 citi Amaia leigh adda aeti sen or nlaacisiaha wigan aia 2. 88 512 1, 474. 56 
ROI i oo eee caer eteminatnbintitescadivaiis 875. 00 805 704, 375. 00 
BM no od aan tet eouksab beauchbkinwdgusdabee 444. 00 131 58, 164. 00 
CS ict nddthin beep dedeamantinls 593. 00 175 103, 775. 00 
I Sodus adc wnky birasn aha eh pameuiipigkigee sche 44. 90 761 34, 168. 90 
Ee MEU ND S 6 OR, camel en ti neds seantbae 2. 50 225 562. 50 
NE NE TNs nedinsice tannic cashew wiper apneic ote: 8. 80 308 2, 710. 40 
CINE oc cnbeccinde de dbines cet osetaamcneutuee 385. 00 220 84, 700. 00 
ROT NGOR 5 olin oks Lbbidcade« dhecwthihteakdtl 947. 00 335 317, 245. 00 
IN in thothdlnsrall teddies tteaelcinaincs ace mationon 450. 00 254 114, 300. 00 
BE cp cdediddssscobbibhalhtedinkeil fithad 114. 00 174 19, 836. 00 
CUD <nantn pas nntes <h cub ohenbekcnbesnkhaketee 7. 00 38 266. 00 
Cover, telescope-- 30. 20 232 7, 006. 40 
Scale plotting. --- 18. 60 67 1, 246. 20 
Gage, pressure 14. 00 96 1, 344. 00 
Synchronizer, electrical 675. 00 640 432, 000. 00 
orl a ee ee eee 312 112, 632. 00 








1 8ynonymous to ‘‘Maintenance parts.” 


2 Out of stock for over 180 days. These items are scheduled for delivery by July 31, 1959, except for 2, 
which are due in September and October. 
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+ Cost column added by Senate Small Business Committee. 
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Mr. Estox. In the interest of time, Mr. Chairman, I first would 
like to introduce myself. My name is George Estok. Iam president 
of Park City Laboratories, Inc., in Bridgeport, Conn. I am also 
chairman of the Congressional Liaison Committee of the Electronics 
Small Business Council. 

This Council consists of electronics small business manufacturers, 
who are greatly concerned with, first, the weapons-system concept; 
second with the percentage of negotiated contracts. 

In the interest of time, I will dispense with reading the formal 
statement and go into some specific examples of why we are disturbed. 

Senator WittiAMs. Very well. 

Mr. Estox. We subscribe most. wholeheartedly to the testimony of 
the previous two witnesses. 

We first would like to refer and introduce in the record an ad- 
vertisement of Western Electric Co. which appeared in several news- 
papers dated April 21,1959. ‘This ad is one apparently of a series of 
advertisements which the Western Electric Co. proposes to let out in 
the various trade publications. 

(The advertisement referred is retained in the committee files.) 

I would like to call your attention to the fact that we in small 
business do not have the financial capability to pay for such an ad 
nor the opportunity to charge the cost of such an ad through GNA 
against Government contracts. It is our understanding that even 
when we do have contracts, the only ads that we can charge against 
that are those looking for help. 

This is a very cleverly written ad and makes specific mention of 
the Nike system, the SAGE system, and other IRBM, ICMB net- 
works, and so on. 

They make very prominent notice of the fact that they have 8,000 
large and small contractors. They mention in this ad, too, the high 
reliability of both the Nike and the SAGE systems, among other 
things. 

We feel that the Nike system is not as reliable as the ad says that 
it is. Weclaim that the SAGE system is far from being the reliable 
system that it is. We feel that the vast amounts of money that have 
gone into both these systems have resulted: one, in something less 
than maximum defense; two, a complete waste of money, and has 
worked economic havoc on much of our industry. 

A specific example of that: we feel that these two systems have pro- 
vided a backlog of work of many years to Western Electric. 

To take the SAGE system, for example, the SAGE system is ap- 
proximately 7 years old. It is only within the past year that a unit 
has become operational within that system. 

Most of us feel, from advertising of this nature and the publicity 
that has been given this type of system, that we have had adequate 
defense. 

The 7 years of development and producing SAGE have resulted in 
a system that is completely obsolete, designed for relatively slow 
firing aircraft, and is wholly inadequate for modern warfare. 

Mr. McInarnay. May I ask you a question there? 

You brought this advertisement that has been published in several 
large newspapers by Western Electric. I just wonder if you have 
any idea what is behind this ad, why it was put in, and so forth. 
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Mr. Esrox. I can draw some very definite conclusions. I think 
Western Electric has known that there were some slated hearings 
that might be directed toward the Nike and toward Western Electric, 
and in reading the ad, it is certainly not an advertisement to sel] any- 
thing. I think it is primarily designed and written to build up West- 
ern Electric’s position in this entire system. 

Mr. McInarnay. Do you have any more specific information on 
this particular item? If you do, and don’t wish to state it, that is 
quite all right. 

Mr. Estrox. I don’t wish to say it, Mr. McInarnay. We will go 
into detail, some detail as to how Nike is affected. 

There are some contracts from the Philadelphia Ordnance District 
and the Ordnance Department, one in particular, Ordnance No. 
9998. This is an old contract. The past year alone—in this past 
fiscal year, between 20 and 25 million dollars worth of components 
have been bought from Western Electric under this contract. 

The trade publications that are available to us spell out these pro- 
curements as Nike spare parts and components, no other details. 

I have spent considerable time and money trying to chase down 
exactly what those spare parts and components are. ‘They have been 
given to Western on what is an open-end contract, and we have 
never been able to pinpoint exactly what those parts are. 

However, we feel certain that among those parts are items such 
as rubber bands, screws, hardware, in addition to many other parts 
that are readily available from thousands of sources. 

We have tried, as counsel well knows, to obtain a look at those con- 
tracts in order to pinpoint exactly what they are, the components 
were. Asof this time we haven’t been successful. 

T recently made a trip to Redstone Arsenal 

Mr. McInarnay. I think— excuse me—you mentioned rubber 
bands. 

Mr. Esrox. This letter from 

Mr. McInarnay. It probably should be stated here, I think, the 
number and unit price of the rubber bands that are out of stock in all 
supply depots for the complete Nike system. 

Mr. Esrox. I will get to that, Mr. McInarnay. 

Mr. McInarnay. All right. 

Mr. Esrox. I was first introduced to certain shortages in the Nike 
system by a trip I made to Redstone Arsenal. From there I went to 
the Erie Ordnance Depot, and quite frankly was welcomed with open 
arms. 

We, in our own little company, manufacture precision potentiom- 
eters for this type of equipment. Many, many components of that 
nature were in zero supply at the depot. 

I then came back hon that trip and tried, through the Ordnance 
Department to find out if there was any way we, with our performance 
record on this type of equipment, could help the Ordnance Depart- 
ment. 

We were very unsuccessful in getting any answer. As a matter of 
fact, we got a letter this morning saying there were no problems and 
everything was wonderful. 

Mr. McInarnay. Who was this letter from ? 

Mr. Morris. It was a letter from General McMorrow’s office in the 
Ordnance Department, signed by a Roland Anderson, colonel, in reply 
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to a letter we sent them concerning this thing. I will introduce the 
letter, if you wish. 
Mr. McInarnay. I think we should put it in the record. 
(The letter referred to is as follows :) 
DEPARTMENT OF THE ARMY, 
Washington, D.C., April 20, 1959. 
ELEcTRONIcS SMALL BUSINESS COUNCIL, 


Washington, D.C. 
(Attention of Mr. James R. Morris, executive secretary. ) 


GENTLEMEN: Your letter dated April 4, 1959, concerning awards for Nike parts 
to Western Electric Co. under contract ORD 2228 has been carefully considered. 

A review of the procedures resulting in the procurement of parts from Western 
Electric Co. under ORD 2228 does not reveal any deviations from the policy and 
regulations of the Departments of Defense and Army. It is the policy of the 
Department of the Army, in keeping with the intent and desire of the Congress 
and with the Department of Defense small business policy, that small business 
concerns shall receive a fair proportion of the total contracts awarded for 


supplies and services. 

You may be assured that the Ordnance Corps has a continuing interest in 
placing its requirements with small business to the extent that such requirements 
may be accomplished by this segment of industry. 

Your interest in this matter is appreciated. 


Sincerely yours, 
RoitanpD B. ANDERSON, 
Colonel, Ordnance Corps. 
For F. J. McMorrow, 


Brigadier General, U.S. Army, Assistant Chief of Ordnance. 


Mr. Estox. In other words, we wrote a letter in April 195¢, in 
which we protested these continuing awards to Western Electric. We 
felt they do not come under any 1 of the 17 exceptions for advertisea 
bidding. 

We had a subsequent conference at the Pentagon, and this letter 
that Mr. Morris makes reference to came to us yesterday, or this morn- 
ing, and in it we apparently have no troubles at the Pentagon. 

I also requested that you try to obtain that information for us, 
Mr. McInarnay, and I make reference now to a letter dated April 
17, 1959, over the signature of Courtney Johnson, Assistant Secretary 
of the Army (Logistics). 

There are many thousands of items that are actually in critical 
shortage. Among these items is an item 8023-692, rubberband; unit 
price 10 cents each, 10,000 of them in critical supply. 

My question is: Is Western Electric the only source for rubberband? 

Mr. McInarnay. I think right here we have taken the time to add 
up—he states there are many items completely out of stock. We have 
added up all the quantities that are out of stock, and they come to 
98,626. 

Mr. Estox. Incidentally, the letter of Courtney Johnson does not 
reflect a true picture. These items spelled out in his letter are only 
subitems. There are sub-subitems that are even in more criti 
supply. 

A refer to an analogy that I make in my statement of buying a new 
automobile, it is possible for us to buy a new Cadillac this morning, 
taking off for a trip, a 50,000-mile trip to Canada, and buying twice 
the value of that automobile in spare parts, tires, batteries, genera- 
tors, carburetors, but not buying a set of points. It is quite obvious 
that automobile would not function to its full capability for a long 
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riod of time. And it would become within a comparatively short 
time either inoperable completely or operate very poorly. 

So that the fact that we have bought him millions of dollars worth 
of parts for Nike does not mean that those parts are being utilized to 
their fullest extent, nor are we getting a really true operational piece 
of equipment. , 

This, I believe, is happeningeveryday. _ 

So, in effect, it is possible then under this type of procurement to 
control the obsolescence of any piece of equipment that the Govern- 
ment might buy. ; nl 

One of the reasons for this is that Nike-Ajax now is some 7 years 
old. To this date full and complete drawings for Nike-Ajax are 
not yet in the hands of the procurement agency of the Army. 
Seventy-two percent of those drawings that are on Ajax are common 
to Hercules. I don’t know what percentage of those same Ajax draw- 
ings will be common to Nike-Zeus. I am sure that there are quite 
a few. ; ae 

In my own particular case we manufacture, as I said, precision 
potentiometers. We went down to Redstone where we found a situ- 
ation where a Colonel Knapper, who is in charge of field services, has, 
in fact, what is a commuter’s ticket between Redstone Arsenal and 
Winston-Salem trying to get some of these components shaken loose. 

Mr. McInarnay. Would you identify the significance of Winston- 
Salem ? 

Mr. Esrox. Winston-Salem is the plant of Western Electric that 
is charged with the responsibility, or has the contracts, production- 
wise for many of these items. Another facility is Burlington. I 
believe they make some parts in Greensboro, but within a compara- 
tively short distance from the Atlantic Ocean, and certainly a prime 
target if someone wanted to use it as such. 

$5 we have here a concentration of components to one company 
within a short area and certainly militarily completely unwise. 

Economically it does the following: It has provided a backlog of 
many years for Western, whereas other manufacturers, even as my- 
self, are with very short backlogs. We have in our own area in Con- 
necticut many millions of square feet of idle space, and many thou- 
sands of skilled workers that could and should be working. 

The other economic aspect there is because of this concentration 
within an area, the Federal Government is called on for subsidy of 
schools to take care of the education within that area, whereas tax- 
payers up in Connecticut, for instance, are suffering idle facilities, 
increasing tax rates, because of decreased inventories and so forth. 

We feel there is no conceivable reason why, with the completion of 
research and development, that such procurement data and drawings 
are not available to make it possible for a procurement agency to buy 
such componets from other than the original prime manufacturer. 

When the Government obtains drawings and procurement data 
from Western Electric, these data and drawings are usually of a 
nature where they are not complete, they are illegible and certainly do 
not conform to any standards either military or commercial for the 
procurement of these items. 

Specifically, I know of one ae that we had on a Nike-Ajax 
part, and, to identify the part by date, the part originally was de- 
veloped in the late forties; 1946 or 1947. 
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A drawing was introduced to the Army in 1951. The drawing, 
No. S-7620681. This is a Bell Telephone Laboratory drawing, and 
Western Electric Co. being the engineer of manufacture. It is for 
a potentiometer, D-176530. In looking at this drawing, I find six 
signatures certifying that this drawing is in fact true and accurate. 

I took the job on a contract from the Frankford Arsenal for a small 
quantity of these units, because we were familiar with the unit. 

This, incidentally, is one drawing only, being an outline dimen- 
sional schematic and an overall specification drawing. 

For many months we went to Frankford Arsenal and we told them 
the drawing was in error. We wrote them. We were told by en- 
gineers of relatively low echelon, “We have been buying this unit from 
Western Electric for 10 years, per this drawing.” 

Some 14 or 15 months later, and many thousands of dollars later, 
finally, the Frankfort Arsenal conceded that, in fact, they had never 
received a part that conformed to this drawing. 

We subsequently had the drawing modified by the Ordnance De- 
partment, delivered the equipment satisfactorily, and did not see 
another procurement of this nature until late last fall or this past 
winter. 

We bid on it. We were second low bidder, and we certainly feel 
no animosity toward the successful bidder. 

We do feel, however, that these drawings that Western Electric 
Co. has sent into the system are completely inadequate for the pur- 
poses that they were designed; that Western Electric has been paid, 
well paid, for drawings that are, in fact, untrue and do not meet any 
standard. 

We understand that, subsequent to the original delivery of these 
drawings, a redraw project was initiated by Frankford Arsenal be- 
cause of incidents of this nature, and, as a result, Western Electric 
was paid a second time for a redraw project. 

I have with me at the table Mr. Thomas L. Thomas, president of 
our Council, who has another incident of this nature that he is cur- 
rently defending before the Ordnance Department, since June of 
last year, wherein again drawings and specifications were indicated 
illegible and wholly inadequate. 

This facet of procurement, we feel, is as dangerous as the subcon- 
tracting, because it gives an opportunity for a prime contractor to 
maintain a sole-source position for many years, in fact, until the 
equipment is obsolete. 

The drawings that I have made reference to involve a piece of 
equipment known as the M-33. This equipment supposedly has been 
obsolete for the past 4 or 5 years, and is probably only used to send 
overseas to some of our friendly allies. 

The Ajax again is at this date supposedly obsolete. To this date 
we have not in our procurement—Ordnance Department has not re- 
ceived the drawings for the Ajax. 

I maintain that this situation, a situation of this type, is eco- 
nomically disastrous to our country, affects every taxpayer, and we 
certainly are not getting the defense that all of us feel we ought 
to. 

Senator Wit11aMs. Could we back up here a moment ? 

You say the drawings going to an ordnance department are not 
going to an ordnance department. What do you mean? 
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Mr. Estox. The Ordnance Department is the Department of the 
Army and charged with cognizance of the Nike system. 

Senator Witu1aMs. In other words, you charge that companies 
that do these drawings are holding them and not letting even the 
Army have drawings? 

Mr. Esrox. I most certainly do, and I think 

Senator Witt1aMs. The Army has asked for these drawings? 

Mr. Estox. That is a question that I, myself, cannot answer. I 
feel that they have, and I feel the reason that I have for feeling that 
is the frustration that the working echelon have in regard to these 
drawing matters. 

Senator Wiiu1amMs. Your point is that the Army should have 
drawings, they should be accurate, and they should be in a position 
to contract across the country with all concerns on the basis of those 
drawings. 

Mr. Estox. I do, sir. And again to refer to this letter of Court- 
ney Johnson’s, I feel that when we have to go to Western—when 
we, as I say, as a country must go to Western Electric to buy rub- 
ber bands, something is completely wrong, at 10 cents apiece, some- 
thing is wrong with our procurement system. 

Senator Witii1aMs. We are not dealing with patented articles here, 
are we / 

Mr. Esrox. No, sir. First of all, these items were developed—re- 
searched and developed with public funds. Even the manufacturing 
processes were paid for with public funds on a cost-plus basis, and I 
question very much if patents are involved under that type of pro- 
curement. But I am sure that they don’t—I am certain they don’t 
involve patents, cable assernblies would not involve patents, rubber 
bands would not involve patents, 

Senator WixtuiaMs. Well, even if they were patented, doesn’t the 
Government in procurement require a manufacturer who contracts 
for the Government to let others use it ? 

Mr. Esrox. That is the way I have operated under. If there were a 
patentable item and paid for with public money, you couldn’t charge 
a Government agency for procuring a patent and royalties and pro- 
cure it from somebody else. 

Senator WiturAMs. It is mandatory licensing, I believe. 

Mr. Esrox. I believe so, too, sir. So that when we find a system— 
and again I must depend on Mr. McInarnay’s figures—if I find a sys- 
tem with 98,000 items in critical shortage in zero stock, this, I believe, 
needs further exploration. 

Unfortunately, due to time and the roadblocks that have been 
thrown in our path, we haven’t been able to explore it to its fullest, but 
we certainly feel that the contracts on Nike need a great deal of study. 

Senator Witt1aMs. Are there any budgetary reasons for this short 
supply! 

Mr. Esrox. No, sir. Some of these items are on order, incidentally, 
and we notice here in this letter, I notice it says out of stock for over 
180 days. I believe the 180 days is a very conservative estimate. I 
personally know that some of these items have been out of stock for 
periods over a year. We have reason to feel that 65 percent of the 
contracts placed with Western Electric on the Nike system are 
delinquent. 
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Senator Witu1aMs. In what respect, in terms of time? 

Mr. Estrox. Delivery. 

Senator Wiiu1ams. Maybe we had better go back to an earlier 
statement on the Nike. It was your charge there, I think, that this 
particular defense apparatus is wholly unusable, or what ? 

Mr. Estrox. No; I believe that it is not the ultimate in today’s war- 
fare, and that probably—I mentioned the SAGE, incidentally, Mr. 
Chairman, that the SAGE was not—was no longer a real defense 
weapon with ballistic missile warfare. It would not be an adequate 
defense weapon, and I would like to say on that that here we have 
been thinking for the past 7 years that we had a very effective SAGE 
line, and I notice that the ad spells it out. 

I was told that the first unit became operable 6 months ago. Some- 
one else raised the question that it has been in operation in the past 
year, but certainly, it is not, from the publicity standpoint, we have 
felt, that Sage has been defending us for a good many years, and if 
it is, in fact, obsolete, why continue to put money into it ‘ 

Senator Wii1aMs. Perhaps the others here understand this com- 
pletely, but Iam not sure that Ido. Just for my clarification, would 
you tell us how you link this charge with contracting and subcon- 
tracting problems? 

Mr. Estox. I believe that a better contracting and subcontracting 
program would have hastened the delivery of these items, and a better 
contracting and/or subcontracting program would have given us bet- 
ter support of maintenance parts for, like the Nike, for instance, that 
we are not getting proper support for maintenance parts from West- 
ern Electric. 

Senator Witu1amMs. Do they subcontract a substantial amount of the 
prime contracts ? 

Mr. Esrox. I have no way of knowing just what their percentage 
of subcontracting is. It is obvious that if we have these shortages and 
these orders have been placed to the tune of 20, 25 million dollars a 
year, and we still have shortages, then apparently we are not doing 
enough subcontracting or quickly enough to maintain the equipment. 

Senator Wiiu1amMs. Do you in your prepared statement offer spe- 
cific suggestions as to how this situation can be improved from your 
standpoint ? 

Mr. Esrox. Well, this I would like to read. We have a proposal 
for legislation which we feel is a must in view of the vast amount of 
negotiated procurement. We question the necessity and the wiseness 
of such negotiated procurement. We feel that Congress, through the 
Constitution, is liable for the prudent disbursement of those funds 
that they raise through taxes, and my statement reads : 

It is clearly Congress’ responsibility to control disbursements of 
procurement funds as set forth in applicable sections of the Consti- 
tution. 

With present procurement regulations, personnel of rather low 
echelon in various agencies have authority to initiate negotiated pro- 
curement either sole-source or with a very limited number of firms, 
although in many instances many firms are actively qualified to pro- 
duce items not obtained through negotiated procurement. 

We propose that a Board, to be known as the proposed Negotiated 
Procurement Review Board possibly within the framework of the 
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GAO, responsible to Congress, should be established to decide whether 
or not negotiated procurements are in the best public interest. This 
Board would consist of qualified technical personnel who could readily 
ascertain by checking competent files whether several companies were 
capable of producing given parts. The Board would then give to 
the procurement agency a certificate of authorization to proceed with 
a negotiated procurement in the event such negotiated procurement 
were found by the Board to be in the best public interest. A deter- 
mination of best public interest would include availability of neces- 
sary specifications and data, availability of sources for the production 
of such items, a military need, and whether or not the items could 
be produced in a labor distress area. The Board would review pro- 
curements involving $25,000 or more. 

In the event of a negative determination by the Board, the Secre- 
tary of Defense, who would be able to delegate authority to no less than 
the Assistant Secretary level of the particular procurement agency, 
could issue a certificate of military necessity. Certificates of military 
necessity would be subject to future review by the General Account- 
ing Office as to all the facts set forth within such a certificate for com- 
pliance thereto. 

The necessary mechanics of such a Board would be so established as 
to act. within a comparatively short time on such requests for nego- 
tiated procurements. 

Senator Witui1AMs. Now, is it your thought that such a Board would 
be drawn from the present executive branch of the Government? 

Mr. Esrox. No, sir, that Board should be and must be responsible 
to Congress. 

Senator Witn1AMs. Well, even a board, if drawn from the executive 
branch, could be made responsible to Congress in terms of reporting. 
Congress frequently does that, even with certain powers granted the 
President on certain things. 

Mr. Esrox. I think that is one of our troubles here. I think the 
military, being a branch of the Executive, is in the position of having 
to police itself and having to determine its own policies. 

We believe that these policies are clearly the responsibility of Con- 
gress. 

Senator Wit11aMs. Do you see any slowing down of the business of 
procurement ? 

Mr. Estox. Very little, very little. I see, assuming that a require- 
ment came up for the same 10,000 rubber bands that are now going 
to Western under a sole-source position, it is readily obvious that if 
a request for that type of procurement went along to such a Board, 
it wouldn’t stand up in the light of day. Therefore, very quickly 
a negative report or determination could be made. 

Senator Witu1aMs. You say these rubber bands are on a sole-source 
basis ? 

Mr. Estox. Yes, sir. 

Senator Wiii1ams. What does “sole source” mean, sir? 

Mr. Esrox. Sole source means that they are now being bought only 
from Western Electric. 

Senator Wiu1aMs. Doesn’t it have an additional meaning, that is, 
literally the only source of such a—— 
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Mr. Esrox. I would say that the words would indicate that is the 
only place, but I offer this letter. 

Senator Wuu1aMs. We raised the question, I think, of whether this 
is part of this weapons system. Is that the correct terminology ? 

fr. Anprrson. Is that the concept ? 

Mr. Estox. Well, it is apparently working as a concept. I believe 
in the days of Nike we didn’t have the phraseology “weapons con- 
cept,” but it was still used, handled in that fashion right along, and 
it is obvious that there must be other places for rubber bands; and 
even if they subcontract it, I see no reason why second overheads 
and second profits should be involved when these things could be 
bought from other than Western Electric. 

Senator Witt1ams. While we are reviewing the letter from Mr. 
Johnson, which has been made part of the record at the beginning 
of your testimony,' I did want to ask one question on something that 
rather surprised me, your statement that the Federal Government is 
subsidizing schools. I got the impression you said in areas where 
private companies have “impacted the area.” 

We have a Federal impacted area bill that brings Federal funds 
to school building construction in areas where a Government facility 
is imposed upon the community. Are you saying that these funds 
are made available where a private facility is in construction ¢ 

Mr. Esrox. I am going to depend on my memory. I can remember 
being in Carolina some months back where in the Winston-Salem area 
a new school was going to be built and Federal funds had to be 
available for the building of the school. 

Senator Wituiams. Are there Government facilities at Winston- 
Salem ? 

Mr. Estox. There are Western Electric facilities there. There are 
no Government facilities, as such; but Federal funds were going to 
be made available for this new school project. 

Senator Wixi1ams. Did you have any questions, Mr. McInarnay ? 

Mr. McInarnay. Yes, sir. 

Mr. Estok, this letter and list that we have been talking about, does 
not state, I think we should say, that the items are on order from 
Western Electric. We don’t know, merely from this letter, whether 
they are being purchased from other sources or not. 

In other words, it may well be that the item of rubber bands which 
we have been mentioning might be on order from some other source. 

Mr. Esrox. I think a careful study of the Ordnance Contract 2228 
would indicate that is a true statement, however. 

Mr. McInarnay. That all of these items 

Mr. Esrox. Are being bought sole-source from Western Electric. 

Mr. McInarnay. Well, I am sure from information the Army Ord- 
nance Corps has given me, that this particular contract is negotiated 
on a sole-source basis. Perhaps, from that we can say that all of 
these items are a part of that contract or that series of contracts. 
However, I think it should go into the record that the total dollar 
amount involved in the admitted completely out-of-stock items for 
the Nike system comes to $8,612,995.44. 

Mr. Esrox. In that line, Mr. McInarnay, I think that it might be 
noted that this list of parts is only a list of subitems, as I mentioned 


1 See p. 131. 
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earlier, and does not, in fact, represent the true zero stock situation; 
that there are subitems. 

Mr. McInarnay. Wouldn’t they be included in the subitem costs? 

Mr. Esrox. No, sir; these are a separate breed of cats. They are, 
to take a specific example—we find here a unit known as a resistor. 
It is on page 5 of the letter, resistor 8173-816. 

The selling cost is $2,100.02. There are 171, apparently, on quan- 
tity needed. These resistors, being of their dollar value, readily lend 
themselves to rehabilitation. 

The items that I referred to as sub-subitems are those items re- 
quired to rehabilitate the subitems that I just made reference to, 

Mr. McInarnay. But are not of themselves 

Mr. Esrox. Are not involved on this list; and there are many thou- 
sands of those. 

Mr. McInarnay. A few months ago I took a trip to the aviation 
supply office in Philadelphia to discuss the spare parts situation with 
them. They told me at the time that, normally, when a requirement 
is generated for a spare part and the dollar volume amounts to at least 
$1,000, their policy is to break it out from the so-called blanket con- 
tracts with the Pratt-Whitney and the other engine prime contractors 
and to buy it as a unit from another source, or in competition. 

Now, it would be interesting to know just what the policy is in this 
area of the Nike as to the dollar amount a contract must come to 
before it is even broken out. The idea that these are just small quan- 
tities and coming to low dollar volume doesn’t hold true whatsoever. 

For example, you pointed out that the total dollar value of the 
resistors needed comes to $359,000. 

Mr. Estox. Well, I have here a clipping from a trade publication 
known as Electronics News where they give synopses of various pro- 
curements, and I am very fascinated in one day’s procurement here, 
seven groups totaling some $3 million, one group alone totaling 
$989,200. 

Now, the question we would like to have answered is: How many of 
these represent the rubber-band type of items? 

Mr. McInarnay. We have said a lot about rubber bands, but I 
think we could talk about terminal lugs at 6 cents; clamps at 31 cents; 
bolts at 3 cents; washers at 2 cents; washers at 1 cent; and just go 
down the list. They go from the sublime to the ridiculous in this list 
here. 

In light of the fact that there are so many spare parts for the Nike 
installations out of stock, do you believe they will work in the event 
they are needed ? 

Mr. Estox. We have every reason to feel that they do not work for 
extended periods of time. We have been told that in many cases 
where Nike batteries have been inoperable, it has become necessary to 
send up fighter cover for those same extended periods of time. 

Now, this is something that we are not in an official capacity and 
do not know officially. However, I think that it can be readily veri- 
fied by a study of the logbooks for those Nike batteries, just how much 
off-time is involved in these Nike batteries and how much of it is 
directly attributable to this lack of parts. 

Mr. McInarnay. We don’t know, but if it is true—— 

Mr. Estox. We don’t know, but I feel it should be fonnd out. 
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Mr. McInarnay (continuing). If it is true that, as a result of this 

reat out-of-stock list that the Nikes in some instances are not work- 
ing, and they do send up planes, as you say, to cover these points, then 
this just adds to the expense. 

Mr. Esrox. Costs; that is right. 

Mr. McInarnay. Is it your belief that the facilities of Western 
Electric at Winston-Salem were a duplication of previously existing 
facilities of several small contractors ? 

Mr. Estox. Well, we believe that there are many millions of square 
feet throughout the country that could be producing these items 
without the addition of new facilities to Western Electric. In the 
past 5 years I have seen facilities grow like mushrooms in the Win- 
ston-Salem-Burlington area. Now, how much of that is directly 
Government-owned facilities, how much of those facilities are subsi- 
dies through tax writeoffs is something that I don’t have the infor- 
mation on. But I am sure that we would probably find that even as 
in the case of North American and the other giants of industry, that 
we have both fast tax writeoffs and fully Government-furnished fa- 
cilities and equipment. 

Many of our small businesses have the equipment necessary to pro- 
duce these items. I don’t need 5 cents worth of Government equip- 
ment nor facilities to produce on these resistors that they are in zero 
stock on, and just on this list alone, there is something between 
$600,000 and $700,000 worth of zero stock items. I wouldn’t need 5 
cents worth of Government facilities to produce those. And in order 
to produce them I could bring back-some 20 to 25 people that I now 
have had to lay off because I have no work for them. 

Senator WiuiaMs. Are you talking about your Park City Labora- 
tories in Bridgeport ? 

Mr. Estox. Yes, sir. 

Senator Wiu1aMs. You also are chairman of the Electronics Small 
Business Council’s Congressional Liaison Committee? 

Mr. Estox. I am. 

Senator Wiiit1ams. How many small businesses are represented in 
the Council ? 

Mr. Estox. We have something under 200 right now, and every 
day we are getting more. 

fr. McINarnay. This recently has been formed. 

Senator Witu1aMs. Is it a national organization ? 

Mr. Esrtox. It is. 

Senator WitiiaMs. Have you communicated with the members and 
given them the benefit of the opinion you have expressed here? 

Mr. Estox. We have, sir. 

Senator Witt1ams. Do you have any idea whether this is repre- 
sentative of the thinking of your members? 

Mr. Estox. We could bring many letters to you along that line. 

Senator Wixu1ams. You have letters? 

Mr. Estox. We don’t have them here, but we can get them in within 
the next few days. 

Senator Wiis. I think it would be useful if you would submit 
letters from representative members of your council. 

Mr. Estox. Yes, sir. 

(At the time of going to press, the letters referred to had not been 
received by the committee. ) 
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Mr. McInarnay. Do you want to go into any considerations that 
have been given to you personally or of recent date ? 

Mr. Esrox. Well, personally, [ have made several trips to Winston- 
Salem, made many trips to Canaan have letters from the Frank- 
fort Arsenal over the signature of the commanding general. They 
are well aware of our facilities. They certainly will use our facil- 
ities whenever the opportunity presents itself. But, apparently, 
under sole-source negotiated procurement the opportunity doesn’t 
present itself. 

Senator Witu1aMs. I think I will suggest to the chairman of this 
subcommittee, after he has had an opportunity to review your testi- 
mony, that, in my opinion, the company that you have spoken about 
here today, Western Electric, should have an opportunity to review 
your testimony and perhaps reply. 

Mr. Esrox. Along that same line, I think in a very careful tech- 
nical study of those two contracts, or the contracts we have mentioned, 
is very much in order, sir, because I think that we haven’t scratched 
the surface on the evils contained within this procurement. 

Senator Wiiuiams. I don’t believe I have anything further. 

Does the staff have any further questions ? 

(No response. ) 


Senator Wirx1amMs. Thank you very much for your testimony. 
Mr. Esrox. Thank you. 


(The prepared statement of Mr. Estok follows :) 


STATEMENT OF GEORGE EsSToOK, CHAIRMAN OF ELECTRONICS SMALL BUSINESS 
CouUNCIL’S CONGRESSIONAL LIAISON COMMITTEE 


It is a distinct pleasure to be able to present this statement to this commit- 
tee, the members of which have worked so long toward bettering the lots of the 
American small businessman. My name is George Estok. I am president of 
the Park City Laboratories, Inc., Bridgeport, Conn. My company is engaged in 
the manufacture of electronic components. I am also chairman of the Elec. 
tronics Small Business Council’s Congressional Liaison Committee and am 
testifying on behalf of the members of this council. Our council represents 
small electronics manufacturers engaged in military defense work. 

Both I and the other members of this council are disheartened and alarmed 
that small business’ participation in this Nation’s defense effort is on the 
decrease. I hope to show in this testimony that small business and particularly 
small electronics manufacturers are in a position to add materially to the 
defense effort both economically and militarily. 

Defense Department statistics indicate that over 85 percent of the $23 billion 
spent last year for procurement was spent on negotiated contracts, This means 
that less than 15 percent of these funds were placed in contracts involving 
competitive bidding. Furthermore, just 10 companies received contracts for 
more than 39 percent of these expenditures. About 100 companies including the 
top 10, received contracts totaling over 74 percent of the procurement dollars. 

I understand that the trend is such that when this fiscal year is over that 
probably only about 15 percent of the procurement expenditures for fiscal 
1959 will have been spent on competitive bidding. Obviously we are headed 
straight for a situation where a handful of giant corporations will receive 
all but a minute percentage of the defense contracts and therefore monopolize 


.this area. This situation is extremely dangerous as I will specifically explain 


later on. 

Now I would like to examine the area of negotiated contracts. The United 
States Code and armed services procurement regulations are such that wide 
latitude is given procurement personnel at fairly low echelons to enter into 
negotiated contracts. We, of the council, have found that the personnel with 
whom we have had contact in various procurement agencies are for the most 
part honest intelligent people who are trying to perform their missions to the 
best of their capabilities. However, they are working under a system where 
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the course of least resistance is to negotiate rather than to advertise and under 
a system which has few check reins to promote advertising for bids. 

The council also believes that many items properly fall into the category 
of those which can only be negotiated. However, we are alarmed that almost 
daily negotiated contracts are executed for items which tens or hundreds of 
manufacturers are perfectly capable of producing at a price substantially below 
that secured through the negotiated contract. 

While it is true that the prime contractor in these cases may subcontract to 
smaller outfits a sizable portion, the Government is still forced to pay for the 
prime contractor’s overhead, profit, etc. If a manufacturer is capable of per- 
forming satisfactorily as a subcontractor, it stands that he is also capable of 
performing as a prime contractor. Is it economically or militarily wise then 
instead of permitting prime contracts to be advertised on components which 
can be made by several manufacturers to negotiate a lump contract with a 
large corporation who will in turn subcontract these items but receive a price 
much higher than the subcontract would ask because of the large corpora- 
tion’s overhead, profit, etc.? 

We object to “contract by amendment” and to the “weapons concept” pro- 
curement activities. This, in effect, promotes the very thing which we are 
talking about. The proponents of these procurement practices rightfully say 
that in the highly advanced missiles, aircraft, etce., of this day that components 
of these missiles and aircraft should be integrated through the grants of research 
and development funds to large corporations with engineering staffs capable of 
designing these items expeditiously. The council certainly agrees that most 
small businesses cannot do the research and development on such items as 
missiles, aircraft, tanks, etc. But when research and development ends and 
foreign production begins, small business then should properly function to its 
capacity in manufacturing items for which specifications should be available. 

During the research and development of any given item, drawings are made 
and paid with by public funds. Also working models are made before production 
begins. At the point where the research and development ends and mass pro- 
duction begins, the specifications should be available for bidding by firms 
interested in participating in production of items and components. Practically, 
small business is not able to participate because even at this point accurate 
specifications are many times not available so that advertised bids can be let 
by procurement agencies. I think that corrective legislation in this one area 
alone would save billions of dollars annually. 

The Council, for example, in developing information about specifics, has had 
considerable experience with the production of the Nike missile. I personally 
have made trips to the Pueblo Ordnance Depot and to the Redstone Arsenal. 
I have seen lists of “blue streak” (critically short items) which are on order 
from the prime contractor, Western Electric, and have been informed by Gov- 
ernment expediters that some of these items have been on back order for years. 
These same items could be produced by several manufacturers if adequate speci- 
fications were available so that bids could be advertised. Every time that a 
Nike installation is shut down because of parts shortages, the taxpayers of 
this country pay thousands of dollars to proved fighter cover for the area affected. 

Moreover, a prime contractor for such a missile can “control the obsolescence” 
of the device by controlling the maintenance parts. Let me draw an analogy. 
If one of you purchased an automobile for $5,000 and could not buy distributor 
points for that automobile or any one of several other maintenance parts for 
that automobile from the manufacturer or from any other source, the automobile 
would then become obsolete. You would have no choice other than to hire trans 
portation or to buy another model of that automobile. The same principle 
applies to the Nike missile or any other of the thousands of devices which are 
built under a negotiated contract. If you, as the purchaser of the automobile, 
were to provide specifications for the points themselves to a machinist, you 
could keep the automobile from becoming obsolete. However, if those specifi- 
eations or a model is unavailable to a machinist, you still have to buy a new 
automobile. 

This committee undoubtedly has through the years heard many, many facts 
about the evils which crop up in procurement practices. Some of these evils 
are intentional, others unintentional. As far as the Council is concerned, the 
two areas of most interest are in the areas of negotiated contracting and on 
procurement data. 

This Congress should certainly pass some legislation which would insure & 
more equitable distribution of military contracts because such legislation would 
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have a favorable impact on economy as well as being of greater benefit from a 
defense standpoint. 

As to procurement data—hbecause public funds are paying for the development 
of such data it should properly be available in all cases after research and de- 
velopment ends and production is to begin. If such data is not available or 
is incorrect, responsible parties should be penalized severely just as would be 
the case when any inferior product is sold to the Government. 

In conclusion I would like to offer this suggestion on behalf of the council 
and myself that we small businessmen are indeed not asking for any special 
favors. We are however trying to obtain a system which is not obviously in 
favor of moneyed organizations. We will, as we have in the past, produce 
competitively and rapidly items which properly can be better manufactured 
by small business provided we have a chance to bid on them. Incidentally, I 
would also like to suggest that by breaking up the concentration of defense 
contracts that the American economy will be given a tremendous shot in the 
arm without an additional dollar being appropriated by Congress. In my own 
State, Connecticut, defense spending over the past 3 years has fallen off over 
$400 million. Millions of square feet of facilities and thousands of trained 
technicians are idle. At the same time, millions of dollars are being spent with 
the giant corporations in providing new facilities. Can you imagine, gentlemen. 
the impact on this economy if these millions of dollars were returned not only 
to the small manufacturers in my own State but throughout the Nation? 

Because of missiles being able to hit any section of the country we are foolish 
to concentrate our defense efforts with a few giants who have a few locations 
for production. Instead why not spread this production to small businesses 
and add to defense security? 

Thank you for giving me an opportunity to present this testimony. 


ELEcTRONICS SMALL BUSINESS CoUNCIL PROPOSAL FOR LEGISLATION To CONTROL 
NEGOTIATED CONTRACTING 


1. It is clearly Congress’ responsibility to control disbursements of procure- 
ment funds as set forth in applicable sections of the Constitution. 

2. With present procurement regulations, personnel of rather low echelon, in 
various agencies have authority to initiate negotiated procurement either sole- 
source or with a very limited number of firms although in many instances many 
firms are actively qualified to produce items not obtained through negotiated 
procurements. 

8. A board (to be known as the proposed Negotiated Procurement Review 
Board possibly within the framework of the GAO), responsible to Congress, 
should be established to decide whether or not negotiated procurements are in 
the best public interest. This Board would consist of qualified technical per- 
sonnel who could readily ascertain by checking competent files whether several 
companies were capable of producing given parts. The Board would then give 
to the procurement agency a certificate of authorization to proceed with a nego- 
tiated procurement in the event such negotiated procurement were found by the 
Board to be in the best public interest. A determination of best public interest 
would include—availability of necessary specifications and data, availability of 
sources for the production of such items, a military need, and whether or not 
the items could be produced in a labor distress area. The Board would review 
procurements involving $25,000 or more. 

4. In the event of a negative determination by the Board, the Secretary of 
Defense (who would be able to delegate authority to no less than the Assistant 
Secretary level of the particular procurement agency) could issue a certificate of 
military necessity. Certificates of military necessity would be subject to future 
review by the General Accounting Office as to all the facts set forth within such 
a certificate for compliance thereto. 

5. The necessary mechanics of such a Board would be so established as to act 
within a comparatively short time on such requests for negotiated procurements. 


(The following correspondence between Western Electric Co. and 
the committee was prompted by statements made by Mr. Estok at the 


hearing :) 
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WESTERN ELEcTRIC Co., 
Rapio DIvIsIoN, 
New York, N.Y., May 18, 1959. 
Senator Greorce A. SMATHERS, 
Select Committee on Small Business, 
U.S. Senate, Washington, D.C. 

DEAR SENATOR SMATHER: My attention has been called to the testimony of 
Mr. George Estok before your committee on April 23, 1959, which has been 
discussed by the general counsel of your committee, Mr. McInarnay, and our 
Washington representative, Mr. M. C. Richmond. He informs we that the 
hearings have been completed and that the report of the committee is being 
prepared. 

I write to say that Western Electric Co. will be happy to furnish any infor- 
mation about the subject matter of Mr. Estok’s testimony that you may desire. 


Sincerely yours, 
C. R. SMITH, 


U.S. SENATE, 
SELEcT COMMITTEE ON SMALL BUSINESS, 
May 25, 1959. 

C. R. SMITH, 
Vice President, Radio Division, Western Electric Co., 
New York, N.Y. 

Dear Mr. SmitH: Thank you for your letter of May 18 having reference to 
certain testimony given before our recent subcommittee hearings. 

The counsel for the Government Procurement Subcommittee is currently making 
a study of the contracts involved in the Nike system and it may be that in the 
near future we will want to accept your offer to furnish additional information 
in connection with this study. At the present time it is not anticipated that 
formal hearings will be held on this particular subject. 

I appreciate your writing me and making yourself available to furnish us 
assistance in this matter. 


Sincerely, 
GEORGE SMATHERS, 


Chairman, Subcommittee on Government Procurement. 
Senator Wiuuiams. The committee will stand in recess until 10 
o’clock tomorrow morning in this same room. 
(Whereupon, at 4 p.m., the subcommittee recessed, to reconvene at 
10 a.m., Friday, April 24, 1959.) 


— aa RE 





t 





ee 





SMALL BUSINESS PARTICIPATION IN DEFENSE 
SUBCONTRACTING 


FRIDAY, APRIL 24, 1959 


U.S. Senate, 
SELEcT COMMITTEE ON SMALL BUSINESS, 
SUBCOMMITTEE ON GOVERNMENT PROCUREMENT, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:05 a.m., in room 
312, Old Senate Office Building, Senator Harrison A. Williams, Jr., 
presiding. 

Present: Senators Williams, Javits, and Scott. 

Also present: Walter B. Stults, staff director; William T. McInar- 
nay, counsel; William D. Amis and John L. Anderson, professional 
staff members; Harold Putnam, counsel; David Martin, legislative 
assistant to Senator Saltonstall, and Ray Millenson, legislative as- 
sistant to Senator Javits. 

Senator Witu1aMs. The hearing will come to order. 

This is the third and last day of public hearings on the subject of 
small business participation in defense subcontracting. 

For the past 2 days we have heard from small business representa- 
tives and potential subcontractors, whose testimony has been in ac- 
cord that certain of the large prime contractors have engaged in un- 
ethical conduct in their relations with potential subcontractors. The 
principal complaints we have heard repeated by the witnesses so far 
are that some primes are guilty of pirating engineering data from 
their subs in order to be able to duplicate the facilities of outside 
companies in their own plants, and of refusing progress payments. 

It should be made clear that the three large companies represented 
this morning were not singled out for any particular reason. They 
were picked at random from among the top defense prime contractors 
in terms of dollars. We will be interested to hear the remarks they 
will make concerning some of the allegations that have been made 
before this subcommittee. 

Our first witness is Mr. Frank L. Dobbins, director of materiel of 
the Boeing Airplane Co. 

Mr. Dobbins, please. We appreciate your appearance. 


STATEMENT OF FRANK L. DOBBINS, DIRECTOR OF MATERIEL, 
BOEING AIRPLANE C0., SEATTLE, WASH. 


Mr. Dossrns. It is a pleasure to be here and be able to answer your 
questions and I would like to first read my prepared statement and 
then answer any questions that you may wish to ask. 

Senator Wiiu1aMs. Very well. 
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Mr. Dogsrns. I would like first to go through and answer the 14 
questions that the committee asked us to answer in order. Then I 
will answer the five questions that were asked specifically with re- 
spect to the Saltonstall bill. And then answer any other questions 
you may have. 

Senator Wittiams. All right. Thank you. 

Mr. Dossrns. I will repeat the questions so that will be clear. 

The first question was: During the latest accounting period for 
which statistics are available, preferably fiscal year 1958, what were 
your total receipts from Government defense contracts? What was 
your on-contract status on December 31, 1958 ? 

Our answer is: During the accounting period of fiscal year July 1, 
1957, through June 30, 1958, the total receipts from Government 
defense contracts were $1,509,058,000. 

Our on-contract status on December 31, 1958, was $1,597,960,000. 
We have defined “on-contract” status as the military backlog as of 
December 31, 1958. 

Question 2. Of those receipts, what total dollar amount was sub- 
contracted to other companies? Of this amount, what percent is, or 
is intended to be, subcontracted ? 

Answer: Boeing Airplane Co., based on expenditure figures, sub- 
contracted $1,000,695,234, which is 66.3 percent of the receipts given 
in question 1 above. Of this amount you asked what percent is or 
is intended to be subcontracted. Interpreting this to mean second-tier 
subcontracting, we are unable from existing records to supply either 
percentage or dollar figures which would give this information. The 
manner in which official reporting on small business was required 
has not developed statistics which demonstrate the extent to which 
this actually occurs. We have believed, however, that a very sub- 
stantial amount of subcontracting by our second- and third-tier sub- 
contractors to small business exists. We have, therefore, in the past 
few months issued a policy which requires statistics from our sub- 
contractors and their subcontractors on the amount of dollars which 
go to small business. 

Briefly, the policy requires that: (1) We place into all purchase 
orders, regardless of dollar value, the requirement that the subcon- 
tractor or supplier will subcontract to small business concerns the 
maximum amount he finds to be consistent with the efficient perform- 
ance of the order or subcontract; (2) all subcontractors who receive 
purchase orders over $500,000 have the requirement to establish on a 
formal basis a small business program as defined in the armed services 

rocurement regulations; (3) all purchase orders or subcontracts over 

100,000 will contain a requirement for the subcontractor to furnish, 
on a quarterly basis, statistics showing the amount of subcontracting 
to large and small business and a summary of the reason for not plac- 
ing business with small business. 

The review of the above statistics and reports will provide me with 
the opportunity on a quarterly basis to take any corrective action 
that appears desirable. 

A copy of our Small Business Policy 1-2500-1-41 (revision dated 
Feb. 17, 1959) is attached for your information and review. 

(The material referred to is retained in the committee files.) 
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Mr. McIwarnay. Mr. Dobbins, is this recent change in reporting, 
and so forth, based on the new Air Force policy of subcontracting 
program recently put out ? 

Mr. Dossrns. Well, I do not know as I could say that. Last fall we 
concluded that since we believed that a substantial percentage of sub- 
contracting at the second- and third-tier levels did occur and went to 
small business, but that we were in no position to prove this, that we 
should set up a policy which would enable us in this succeeding year 
to show the Congress and Defense Department that this does occur, 
and the Air Force small business people have had some hand in this, 
of course. 

It was not a mandatory requirement, but we felt we should do this. 

Mr. McInarnay. I think, since it has been mentioned, that we 
might at this point include in the record two letters to the committee 
from Maj. Gen. W. P. Fisher, Director of Legislative Liaison, Depart- 
ment of the Air Force, which go into some detail on the new Air 
Force program. 

(The letter referred to, with attachments, follows :) 


DEPARTMENT OF THE AIR FORCE, 
OFFICE OF THE SECRETARY, 
Washington, D.C., March 10, 1959. 
Hon. JoHN SPARKMAN, 
Chairman, Select Committee on Small Business, 
U.S. Senate. 

Dear Mr. CHAIRMAN: I am sure you will be interested in some additional meas- 
ures we have developed to increase the effectiveness of the small business sub- 
contracting program conducted by those large contractors whose programs are 
evaluated by the Air Force. As you have previously been informed, determina- 
tion of the adequacy of these programs is the joint responsibility, in the Air 
Force, of the administrative contracting officer and the small business specialist 
in the cognizant district office. The initial establishment of the program is eval- 
uated by the small business specialist ; its continuing adequacy is determined by 
the administrative contracting officer who has the responsibility for approving 
the contractor’s purchasing system of which the small business subcontracting 
program is a specified part. All of this is prescribed in the Air Force procure- 
ment instruction. 

Of the six provisions in the Department of Defense small business subcon- 
tracting program, five present no problem in determining how well they are being 
carried out; the evidence is readily at hand. The other provision, that having 
to do with assuring equitable opportunities to small firms to compete for sub- 
contracts, is most difficult to measure, yet is the heart of the whole program. 

Our large contractors report regularly on DD-1140, and this shows separately 
the payments they have made to small and large concerns. This information is 
good so far as it goes; however, it does not reflect the contractor’s activity in 
offering opportunities to small business, and this we consider to be most impor- 
tant. The reporting of payments made is an operation of a contractor’s financial 
department. It has no impact on the purchasing agent or buyer, yet he is the 
one we are attempting to reach. 

We are now seeking the cooperation of those large contractors whose small 
business subcontracting programs are under Air Force cognizance in an effort 
to offset this deficiency. We are asking them to maintain records made out by 
their buyers which will clearly show the extent to which they are soliciting small 
business and the results of that solicitation. We have developed a form for each 
buyer to use, together with a quarterly summary report form, and we are holding 
meetings with our contractors in an effort to secure their adoption. Copies of 
the proposed forms are attached. 

The forms apply to the complete mix of defense business for which purchase 
orders are made to outside concerns, and the information can be readily con- 
solidated on a periodic basis for submission to the company’s small business 





1 See pp. 154-156. 
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liaison officer. They would, of course, also be readily available to the admin- 
istrative contracting officer. There is no present thought that these reports 
would be consolidated by the Air Force, as this is entirely an internal report- 
ing procedure within each company or plant. Nor would the reports supplant 
the normal reporting on DD-1140. The consolidation of these reports, coming 
from the buyers, will show the contractor himself the extent to which the pur- 
chasing department is carrying out the company’s small business policy, and 
the extent to which the standard provisions on small business subcontracting, 
which appear in the company’s contract, are being carried out. 

We have already secured agreement on the part of some of our largest con- 
tractors to put this in effect, and will press to secure its adoption “across the 
board.” 

For your further information, North American Aviation, Inc., has adopted, 
effective as of January 1, 1959, the program described above, and in fact, has 
enlarged its scope. That program will include reports from all large contrac- 
tors involved in the B-70 and F-108 programs, at whatever level, for which 
North American is the weapon systems manager. The company is doing this as 
part of its overall management responsibility, and will be able to provide the 
Air Force with quarterly reports on the total participation of small business 
concerns in these two weapon systems. North American is requiring contrac- 
tually that these reports be supplied by all large subcontractors and sub-sub- 
contractors whose commitments, for either of these programs, are $100,000 or 
more. North American’s brochure is attached.’ 

As this activity progresses, we will have, for the first time, a fairly com- 
plete picture of the opportunities offered as well as the purchases made from 
small business concerns in complete weapon systems. We are deeply gratified 
at the cooperative spirit shown by the officials of North American Aviation in 
working with the Air Force’s small business adviser in a development we con- 
sider to be quite significant, and the president of that company has been so 
informed. 

In any such far-reaching program as that being put into effect by North 
American Aviation, extending as it does down through several tiers of subcon- 
tractors, many problems will doubtless arise, and the Air Force will cooperate 
with that company in resolving them. It is our hope that there will result an 
effective procedure which can then be applied to other weapon systems. 

You may be sure these two programs differing somewhat in their nature but 
not in their objectives, have our full support, and we will watch their develop- 
ment with keen interest. 

Sincerely yours, 
W. P. FISHER, 
Major General, U.S. Air Force, 
Director, Legislative Liaison. 


DEPARTMENT OF THE AIR FORCE, 
Washington, April 20, 1959. 
Hon. GrorceE SMATHERS, 
Chairman, Subcommittee on Government Procurement, 
Select Committee on Small Business, U.S. Senate. 


Dear Mr. CHAIRMAN: This is in reply to your letter of April 1, 1959, in which 
you request a résumé of the Air Force’s recently initiated subcontracting pro- 
gram. It is in fact an intensification and extension of the defense small busi- 
ness subcontracting program which has been conducted by all our large prime 
contractors for the past several years with which I am sure you are familiar. 

That program is spelled out in armed services procurement regulation 1-707.3, 
and one of its provisions is that contractors will “establish policies to assure 
that small business concerns will have an equitable opportunity to compete for 
subcontracts, with particular regard to solicitations, time for the preparation of 
bids, quantities, specifications, and delivery schedules suitable to small business 
participation.” 

In our view this provision is the meat of the entire program and its in- 
tensification and extension is the purpose of the new activity which we started 
in the latter part of 1958 with those contractors whose defense small business 
subcontracting programs come under the supervision of the Air Force. We be- 
lieve that it will have highly beneficial results by pinpointing the responsibilities 


® Brochure referred to retained in committee files. 
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of contractors’ purchasing agents in securing the utmost participation of small 
business concerns as subcontractors and suppliers. p 

The reporting by contractors on DD-1140, while showing the dollars paid out 
to small concerns, does not supply information as to contractors’ efforts to pro- 
vide opportunities to small concerns to compete for components and services 
within their capabilities. A contractor producing an extremely intricate item 
could be making an intensive and quite special effort to utilize small enterprises 
as subcontractors and suppliers, yet wind up with a relatively small amount of 
payments to such concerns in relation to the amount the contractor received from 
the Government. Conversely, a contractor producing a less complex item, could 
make no special effort whatever and still come up with a high percentage of its 
dollars being passed on to small business. 

The Air Force, from its top officials on down, has from the very beginning 
brought strong pressure on its contractors to make a special and thoroughly 
adequate effort to subcontract to small business concerns to the maximum extent, 
provided they are competitive and able to meet the requirements. The contrac- 
tors under Air Force supervision have issued instructions to their purchasing 
departments to provide this opportunity, but, with very few exceptions, contrac 
tors have not set up any specific internal reporting procedures to enable their top 
management to know the extent to which their purchasing agents are making 
this special effort. We recognize that in the normal operations of any industrial 
organization, purchases from small business concerns play a natural part in its 
buying activities, but we are convinced that these purchases could be increased 
if a special and pointed effort were made. : 

Accordingly, in the latter part of 1958, we set in motion a special project under 
which we are requesting those contractors whose small business subcontracting 
programs come under Air Force supervision, while continuing to report on DD 
Form 1140, to also adopt an internal reporting system, whereby the companies’ 
buyers, on every purchase of $10,000 or more connected with the companies’ 
defense contracts or subcontracts, show the amount of solicitation of small busi- 
ness concerns, the result of that solicitation, and if no solicitation was made, the 
reason. A simple form has been developed for this purpose. We have also re- 
quested that these reports be consolidated in a quarterly summary for a review 
by the company’s small business liaison officer in order that he may know how 
adequately the defense small business subcontracting program is being carried 
out within his company or plant. 

It should be noted that while there is no request that the contractor make 
these reports to the Air Force, they will be available for such perusal and evalu- 
ation as may be desired by Air Force administrative contracting officers and 
small business specialists, or, for that matter, by Small Business Administration 
representatives. We are currently holding meetings with appropriate contrac- 
tors to secure their adoption of this procedure, and present indications are that 
it will be in effect “across the board” by July 1, 1959. The internal instructions 
and report forms which have been suggested for adoption by contractors are 
attached. 

One Air Force contractor, North American Aviation, has not only put this pro- 
cedure into effect in all of its divisions for all defense work, but has vastly ex- 
tended its scope in the B—70 and F-108 programs for which it has weapon systems 
management responsibility. It has required, as a contractual obligation, that 
every subcontractor having contracts of $100,000 or more in these two programs, 
at whatever level, carry out the procedure described above for every purchase 
made in one or the other of the programs, and that the quarterly summaries as 
to each program be submitted to North American Aviation corporate headquar- 
ters. There will then be available for the first time a fairly complete record of 
the opportunities offered small business, and the extent to which they were the 
successful bidders, in a complete weapon system. The corporate director of 
material, in order to assure the completeness of this special subcontracting pro- 
gram, has assigned a member of his staff to work as his assistant on a full-time 
basis. 

The North American program extending down through all tiers of subcon- 
tractors was put into effect January 1, 1959, and already some 35 contractors 
have been enrolled in the program. North American estimates that by the 
time all subcontracts, in whatever tier, over $100,000 in value shall have been 
placed, more than 500 industrial concerns will be conducting this activity and re- 
porting quarterly to North American as weapon systems manager. An additional 
feature of the North American plan is that when any contract of over $100,000 in 
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the B-70 and F-108 programs is placed in any tier, the appropriate regional 
director of the Small Business Administration, as well as the small business 
specialist in the appropriate air procurement district office, is immediately noti- 
fied. This fact may then be publicized among small business concerns who might 
be interested in the opportunities for them as subcontractors and suppliers. 

The expansion of this program into the entire weapon system, as described 
above, was developed by the contractor itself, and management contractors for 
other weapon systems of the Air Force are currently considering adoption of the 
same plan as part of their management responsibility. 

We appreciate the opportunity you have given us to describe these additional 
activities in small business subcontracting to which we have given very careful 
thought. Should you desire further information, we will be glad to furnish it 
to you. 

Sincerely yours, 
W. P. FISHER, 
Major General, U.S. Air Force, 
Director, Legislative Liaison. 


Company 


MATERIAL DIVISION INSTRUCTION NO. 


Dated 





It is the policy of the Department of Defense that small business concerns be 
afforded an equitable opportunity to compete for defense sub-contracts within their 
, capabilities 


In accord with that policy, this company has agreed to establish and conduct a 
“Defense Sub-contracting Small Business Program" as described in Armed Services Pro- 
curement Regulation 1-707.3 and has designated as 
its Small Business Liaison Officer. 


Qne of the provisions of that program is "to assure that small business concerns 
will have an equitable opportunity to compete for subcontracts, with particular re- 
gari to solicitations, time for the preparation of bids, quantities, specifications, 
and delivery schedules suitable to small business participation.” 


An equitable opportunity to compete shall be understood to mean that opportunity 
which exists when buyers, instructed in the importance of encouraging technically and 
financially competent small business companies 


1. plan procurement consistent with contract requirements in a mnner to 
encourage participation by small business concerns; 


2. solicit quotations utilizing available company records of small business 
companies (address books, commitment records, purchasing files, etc); 


3. allow sufficient time to small business concerns for the submission of 
bids. 


To encourage small business firms to compete, sufficient allowances, consistent 
with contract requirements, will be made for appropriate economic quantities and 
reasonable delivery schedules. 


The buyer is in the best position to insure the proper carrying-out of this 
provision, and each time he makes a purchase he should determine that, to the extent 
possible, small business has been given equitable consideration. To enable him to 
substantiate his actions and at the same time permit management to periodically sur- 
vey the adequacy of his activities, he will fill out a check list on each purchase 
made by him connected with defense contracts or sub-contracts held by the company. 
The attached format of this check list may be used as a separate document, or the 
contents thereof may be incorporated into any of the forms used to authorize a pur- 
chase. 


The information accumilated in the manner described above will be summarized 
and reported quarterly, starting with the three month period beginning April 1, 1959, 
to the company's Small Business Liaison Officer, who will make it available, for 
inspection, to Military Department representatives. The format for this quarterly 
report is shown as attachment 2. 





———— 
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SMALL BUSINESS CHECKLIST 
P.O. $ 


é 
Date 








1. {J AWARD MADE TO SMALL BUSINESS and avard less than $10,000 (if 


2. 


checked, no further entries will be made). 

AWARD MADE TO SMALL BUSINESS and award $10,000 or more, and: 
a. rs One or two small business companies solicited 

vo. {J Three to five small business companies solicited 
c. {7 Six or more emall business companies solicited 


AWARD MADE TO LARGE BUSINESS and no small business was solicited 
because: 


a. {7 Wo known small business source 


bv. /J Known small business sources ruled out for technical, 
quality, delivery or other justifiable reasons 


c. [J Follow-on business 


AWARD MADE TO LARGE BUSINESS, and the following number of small 
business concerns were solicited: 


a. [J] One or two 
b. lJ Three to five 
c. {J Six or more 


Small business concerns were solicited and award was made to 
large business because: 


a. [J Wo dids received from small business 


>. / 7 Small business bids not competitive 


c. {J Small business bid was low, but disqualified for 
authorized reasons 


Buyer's Signature 
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QUARTERLY REPORT OF SMALL BUSINESS SUBCONTRACTING 


1. FROM: 


2. DATE OF REPORT 3. PERIOD OF REPORT /| Jan. April July Oct. YEAR 
(Check one) thru / / | thru //| thru {7 | thr (7 19 
March i June Sept. Dec. 


3. THE FOLLOWING STATISTICS WERE DEVELOPED FROM PROCUREMENTS MADE IN THE INTEREST OF THE 


lJ | oO [7 ALL oma 


4. AWARDS TO SMALL BUSINESS 


b. 


Number and value of purchases of less than $10,000 awarded to small 
business tellin $ 
Number and value of purchases of $10,000 or more awarded to small 
business and: 


(4) 1 or 2 emall business firms solicited 
(ii) 3 to 5 small business firms solicited 
(iii) 6 or more small business firms solicited 


Se Sr Sh Sh 
a tT tt we 


(iv) Total in this category 


5. AWARDS TO LARGE BUSINESS 


a. 


vb. 


c. 


for justifiable reasons 
(iv) Total in this category 


Number and value of purchases on which small business firms were not solicited 
because . 
(1) No know asmall business sources # $ 


(ii) Known small business sources ruled out for 
technical, quality, delivery or other 


justifiable reasons ” 3 
(iii) Follow-on procurements # $ 
(iv) Total in this category a $ 
Number and value of purchases from large business on which small business firms 


were solicited: 


(1) One or two solicited # $ 
(41) Three to five solicited x $ 
(144) Six or more solicited # $ 
(iv) Total in this category # $ 
Purchases in 5(b) awarded to large business because: 
(1) No small business firm bid 7 $ 
(ii) Small business bids not low F $ 
(iii) Small business bid low, but disqualified 
f $ 
# $ 





Mr. Dossrns. Shall I proceed ? 

Senator WituiaMs. Yes. 

Mr. Doxpsrns. Question 3. What was the total dollar amount sub- 
contracted with the attached list of 20 companies ? 

Answer. The total amount subcontracted to the 20 companies dur- 
ing the calendar year 1958, together with a general description of the 
parts that they furnish, is set forth as follows: 
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Dollars Subcontracted Jan. 1—Dec. 31, 1958 


General Dynamics Corp., structural airframe ________-________ $14, 172, 771. 00 
General Electric Co., electronic systems and parts_......_____ 43, 382, 434. 29 
Radio Corp. of America, electronic components__.._....______ 2, 288, 172. 39 
General Motors Corp., airframe equipment components________ 70, 020. 39 
TaemmeeG MITCTGLt OOTP. TOOUNS. oon ncn eee cccnnesteanlens 53, 252, 87 
United Aircraft, aircraft accessories__.........--_------_____ 31, 423, 214. 74 
American Telephone & Telegraph Co_.-..~.-..------_____ 0 
North American Aviation, Inc., tooling.._...._.._.-_-._-____-___ 2, 406, 840. 66 
Douglas Aircraft, tooling and engineering___________________~_ 8, 225, 848. 14 
Hughes Aircraft Co., airframe accessories._._...._...-..---_---- 17, 258. 44 
Bee OO. COCTF nan nde shel 1, 105, 767. 03 
Sperry-Rand Corp., electronic systems__........---.----_----- 2, 336, 633. 57 
Chance Vought Aircraft, Inc., structural airframe_....._______ 403, 411. 38 
LEAL EL ELLE ALLL LEAT LESTE 0 

International Business Machines Corp., electronic components 
IA chi dh Weeseched ntee dh ectasenigpeideh se cb tn eheviader id bch els ts bahia edcs eias dhe hsedetlcke 667, 743. 67 
Northrop Aircraft, Inc., structural airframe__._.__-__--_____- 34, 391, 521. 87 
Westinghouse Electric Corp., electronic components___....____ 21, 831, 457. 14 
ED ARSON AI, on ccmemnedenginpinmempenetingwen eke 0 
Chrysler Corp., airframe components___._._-._---_-_____--.__ 1, 262. 00 
eel tiled iA caitinhpliiiies Siath aadeleaah abi hdae ta dcange ES clcitusieiien dias 157, 777, 609. 58 


That, incidentally, is a correction of the figure which I submitted 
earlier to you. We checked our records again and found an error in 
two or three places. 

Question 4. What was the total dollar amount subcontracted with 
small business (generally those companies having less than 500 em- 
ployees)? ‘To what extent does this amount reflect purchases having 
only an indirect relationship to performance of the contract ? 

Answer. (@) For fiscal year 1957-58 ending June 30, 1958, we sub- 
contracted to small business $186,522,078, which is 18.6 percent of 
the total amount subcontracted, or 12.4 percent of receipts during the 
same period. 

(6) The above figure reflects purchases in the amount of $74,953,- 
348.56 which have indirect relationship to the performance of the 
contract. 

Question 5. What steps have the various procuring agencies of 
Government requested you to take with respect to subcontracting 
with small business ? 

Answer. The procurement agencies of the Government have been 
active in fostering programs and procedures with the Boeing Air- 
plane Co. which provide maximum opportunity for small business 
to participate in our subcontract work. These activities have been 
concerned with the negotiation of the contractual provisions in each 
of our prime contracts, the education of small business on how to 
prepare themselves for doing business with the Boeing Airplane Co., 
the continual review of our procedures, policies and reports which 
implement the contractual provisions and show the progress we are 
making in providing small business with the opportunity to partici- 
pate in our subcontracting efforts. 

The educational efforts have been in the form of special exhibits 
and booths in small business fairs, in providing booklets which are 
available at any of the small business offices in our areas on how to do 

40407—59—11 
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business with the Boeing Airplane Co., in making surveys of potential 
sources to determine their qualifications for doing business and, when 
necessary, suggesting to small business ways and means by which they 
could better qualify themselves for performing work in accordance 
with our requirements. 

Question 6. To what extent has your subcontracting program with 
small business been a consideration in contract negotiations ¢ 

Answer. The Boeing Airplane Co. subcontracting program with 
small business has always been considered an important factor in any 
contract negotiation with the Government. Prior to the establishment 
of a formal small-business program, we were interested in securing 
quality articles at the most economical cost and to meet our delivery 
schedules. We have always emphasized the importance of utilizing 
small business because of their inherent ability in certain fields, and 
this has been ingrained into our purchasing system which is evaluated 
during contract negotiations. 

Question 7. Do you have an active program for the promotion of 
small-business participation in your subcontracts? If so, what func- 
tions does it perform? Has this program increased the share of sub- 
contracts awarded to small business ? 

Answer. As stated in our answer to question 5, we have had an 
active small business policy for a number of years. Recently we have 
adopted an expanded policy which will assist the Boeing Airplane 
Co. to encourage procurements from small business at all levels of 
subcontracting. 

The policy provides that buyers will indicate with each purchase 
the reasons why the order was placed with a particular supplier, and, 
if the supplier was other than small business, what considerations or 
reasons were present for not placing the business with a small business 
concern. 

The policy requires reports to be made by our buyers and subcon- 
tractors and other lower-tier subcontractors which show the trends of 
dollars subcontracted to small business. This report permits Boeing 
to take action when necessary to insure that small business will secure 
the maximum amount of subcontracting commensurate with their 
qualifications and capabilities. 

Question 8. Do you have, in your company, a small business liaison 
man? Ifso, what are his functions? Does he have authority in the 
make-or-buy decision ? 

Answer. The director of materiel is corporate small business liaison 
officer for the Boeing Airplane Co. Also, the materiel manager in 
each division is designated as the small business liaison representative. 
The small business liaison representative in each division has ap- 

ointed contact men to assist him in carrying out the company’s small 

usiness policy. The small business contact men interview each new 
small business supplier when he calls and introduce him to that area 
of the materiel organization where his services will be of the most 
value. He also interviews the small business suppliers with whom we 
are presently doing business who desire to be heard on a complaint or 
problem. 

Part of the director of materiel’s staff has been assigned full-time 
responsibility to insure continued attention to the problems of small 
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business as well as the coordination and progress of our small business 
olicy. 

The small business liaison representative is a member of the make- 
or-buy committee and participates in the make-or-buy decision. 

Question 9. To what extent does small business policy affect your 
make-or-buy decision ? 

Answer. From the records in existence at Boeing Airplane Co., 
we are unable to ascertain in any specific manner the extent to which 
our small business policy affects the make-or-buy decision. How- 
ever, since the small business representative is a member of the make- 
or-buy committee, he keeps before the committee the importance of 
small business and generates consideration for those items suitable 
for manufacture by small business. 

Question 10. To what extent does such policy affect your decisions 
as to the companies with which you shall subcontract? 

Answer. In procurement, our primary concern is price, quality, 
and on-schedule delivery performance. Both small as well as large 
businesses are given nil opportunities to quote, and the concern 
best satisfying the above requirements receives the business. Every- 
thing else being equal, the small business concern is favored. How- 
ever, size and complexity of items at times limits small business 
participation. 

Question 11. What are the mechanics by which you choose your 
subcontractors ? 

(a) Do you have a bidders’ list for most items? 

Answer. Each buyer maintains a list of potential sources for the 
items he buys, which is continually being augmented. Suppliers 
proving themselves capable of manufacturing the items on which 
they desire to bid are added to the bidders’ list. 

Question 11(6). To what extent do you have price competition ? 

Answer. It is our policy to introduce price competition on all items. 
Generally, three to six bids are solicited. 

Question 11(¢). Do you have a rotation of your bidders’ lists so 
that all interested small firms have an opportunity to compete at 
regular intervals? 

Answer. We do not have a formal rotation of a bidders’ list; how- 
ever, all small firms who solicit business and who are determined to 
be capable are given an equal opportunity to bid. 

Question 11(d). Give examples of the extent to which your sub- 
contractors have changed for the same or similar items during the 
recent past. 

Answer. The following are a representative sampling of items on 
which sources have been changed—and I might add here that these 
are taken from all of our divisions. 

Senator Wiiiiams. We will include that in the record at this 
point. 

Mr. Dossins. And I would like to add something here. When I 
first asked for this list, where it says “from” and “to”—that is, the 
previous supplier and the new supplier—they gave me the names of 
the companies, and there are many of them I did not recognize, so 
I asked them, instead of giving me the names of the companies, 
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simply to tell me whether they were large or small, and you will see 
the result here. In most cases they went from large to small: 
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Part From— To— Reason for change 
Navigator stool. ---- Lange...-.<: Small_......| Due to price differential. 
Doppler door. -__---- MED cn’ rer Do. 
Crew berth enti 382-4 acne Do. 
assembly. 
Shield assembly etek dl dees Do. 
(F71128-500). 
Light plate. .-..---- UatGbincct-<1-cneu do.....--| Due to poor delivery and some price differential. 
Actuator beam...--. SE aca« sein onopPuesess Due to price differential. 
Trunnion support_-_| Large.._----}---- SO3ods Do. 
Valve assembly---.-- Seis > a8 ee. Do. 
Splice angle_._-.----|-.--.d wn MO ds sits d Do. 
at ts inintostreaaeli eo SO ia Do. 
Pivot hook.....---- ap ee adees Do 
Mechanism niece Do. 
assembly. 
Fuel pump-.-.----- Large. ..--- Pingieienhdcs Split business to encourage small business participation. 
Transformers - -_-.- Sa a patted y Be ayia. ica Do. 
Rubber products - --}.---.do.....--|.---.do...._- To ree small business participation. Bids were 
equal. 
ocksetsben le adul) Dehete dt ho cis, MR aie cs To split business and encourage small business par- 
ticipation. 
I cnc epee ol ogni e oh desde ewes To encourage participation by small business. 
Sealants.......-.-- ..--.d0.....--|-..-.do.......| To rotate business and encourage small business par- 
) ticipation. Prices were equal. 
Reseda outs noc cards Es uns Ree To encourage small business participation, since prices 
were equal. Also to split business. 
Bs ain dege ed wned iG saees tacos pa To encourage small business participation. Prices 
were equal. 


Question 11(e). To the best of your knowledge, how many com- 
panies are capable of producing or assisting in the developing of 
the items mentioned in (a) through (d) ? 

Answer. We are uncertain as to the exact answer desired on (e), 
but interpret this to mean the total number of companies with whom 
we are presently doing business or have recently done business. There 
are approximately 12,000 firms on our list of suppliers. We did busi- 
ness with approximately 8,900 of these during the fiscal year 1958, 
and 70 percent of these were small business. 

Question 11(f). Are specifications and other data made available 
on an equal basis to all concerns which indicate a desire to participate 
in your subcontracting program ? 

Answer. Specifications and other data are made available on an 
equal basis to all concerns who indicate a desire to bid after we 
assure ourselves that such firms are capable of performance. 

Question 11(g). Are your requirements formulated and made pub- 
lic in sufficient time to allow adequate bid time? 

Answer. We give equal time to all bidders to submit quotations 
and endeavor to give them as much time as possible to prepare their 
quotations. Generally speaking, we have found that small business 
has demonstrated the ability to submit their quotations in the time 

uested and have evidenced no greater problems in meeting ex- 
polited dates than have larger subcontractors. 

Question 12. In your experience, to what extent has lack of se- 
curity clearance hampered small concrens interested in participating 
in your subcontracting program ? 

swer. In our experience, the lack of security clearance has not 
hampered small concerns interested in participating in our sub- 
contracting program. 
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Question 13. Have you acquired any small business during the past 
24 months? Were any of these your former suppliers? 

Answer. No. 

Senator Wiu1AMs. I wonder if this would be a convenient place 
for a break ? 

Senator Javrrs. Mr. Dobbins, I want to thank you for your testi- 
mony but apologize for breaking away. They are debating the labor 
bill, and the amendment, of which I am a cosponsor, is up now. 
What I would like to ask you now, if I may, will not break your 
train of thought. I have been reading your statement because I 
wanted to get abreast of it. I gather you are in favor of the weapons- 
system method of contracting ? 

Mr. Doppins. Yes, sir, as a general proposition. 

Senator Javirs. Proposition ? 

Mr. Dosstins. We are. 

Senator Javits. Now, question: Would you be willing to accept, as 
a contractor, the same obligations which the Government now carries, 
with respect to set-asides and the development of small-business sub- 
contracts as an item of policy, not necessarily whether it fits in with 
what you would like to do as a business matter or not? In other 
words, if you were a weapons-system contractor, a lieutenant of the 
United States Government, would you accept the same obligations 
and responsibilities as the United States Government? 

Mr. Dossrns. I intended to add something to my testimony when 
time permitted on that subject. It is covered partially, as you note, 
in our answer to the Saltonstall bill. 

Senator Javits. Yes. 

Mr. Dossrns. I don’t believe in set-asides basically. There are 
certain areas, I will agree, in standard commodities where it is per- 
fectly practicable. However, when you get into the complex things 
that you get into in missile work, in the complex aircraft that we 
build these days, I believe that we should be getting the most we 
possibly can get at the cheapest cost at any given time. 

I feel that 1f you have set-asides, you will not do this, and my reason 
for saying this—and I can give you one or two examples—most small 
businesses are small at the outset, they desire to grow. Many of them 
do. They get over the 500 category. We have a company right in 
Seattle which started in 1947 with four people from Boeing. They 
are now about 800. They are one of the best electronic companies in 
the United States. 

If we had set-asides, and the kind of an article that they make was 
on the set-aside list, we would be shoving off one of the best engineer- 
ing and production outfits in the country, and I do not think this 
: right. I don’t think the Government should concede this sort of 
thing. 

Senator Javirs. What do you think about allocation of work to 
economically depressed areas? Would it face the same objection? 

Mr. Doserns. Well, I believe that on that—of course, you know 
there is a policy on that subject right now, and I think that when— 
we should give attention to economically depressed areas; but, how- 
ever, this should be competitive. 

Senator Javirs. At least they should meet price? 

Mr. Doszrins, They should meet price. 
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Senator Javits. Quality and delivery, and so forth? 

Mr. Dogstns. They should have the opportunity to compete, is 
what I am really getting at; but they should stand on their own feet 
and do a competitive job. 

Senator Javirs. But given equality in price, and delivery, you would 
certainly give them a preference. 

Mr. Dossrns. Yes, assuming that they had the quality, they were 
competitive pricewise ; and, of course, in that area, then we would give 
small business the preference. 

Senator Javits. Is it a fair conclusion from your testimony that 
you feel it is up to the Government through research, development, 
technical assistance, whatever it takes, to put these firms—which as a 
matter of public policy we may wish to favor, whether it is small 
business or those in the depressed areas—into a competitive position, 
and that you people would not want to take over that job, even on 
this idea of contracting for a whole weapons system. 

Mr. Dossrns. Well, I think that if we have a depressed area, and 
we are responsible as a weapons-system contractor, we are informed 
that we have a distressed labor area, that we should endeavor there, 
and we would endeavor, to get firms in that area to quote on our 

uirements. I feel this would be in order. 

Senator Javits. But, would you also try to buck up those firms 
with technical assistance, or help, as the Government might do, in 
order to pat them in a competitive position because that is socially 
desirable ¢ 

Mr. Dogsins. We do this all the time, Senator. 

Senator Javrrs. So you would be prepared to take over, in effect, 
the full Government obligation ? 

Mr. Dossrns. Yes, sir; I think you could say that in the sense that 
we do this every day in helping small companies learn how, assist 
them in quality control problems, production problems and all sorts 
of technical problems. ‘This is one of the things we do every day. 

Senator Javits. I thank you. May I say, Mr. Chairman, that it 
is my view that, whether through the contractor or through the 
Government, the witness has put his finger on something very im- 

ortant. There is no substitute for efficiency and quality and capabil- 
ity, and we must, by putting up the necessary resources to train 
people, help them with research and engineering in order to accom- 

lish what we wish to accomplish with the small firms and the firms 
in the economically depressed areas. We cannot expect to pay the 
toll for inefficiency. We have to correct the inefficiency by our own 
investment. 

Thank you very much. Thank you, Mr. Chairman, for your 
courtesy. 

Mr. Dosetns Thank you, sir. 

Senator Witu1aMs. All right, Mr. Dobbins. 

Mr. Doszsrns. I believe I covered question 13 on the acquisition 
of small business, and the answer to that was “No.” In fact, we have 
not acquired any business. 

Question 14. What recommendations do you have for the im- 
provement of participation by smaller companies in defense sub- 
contracting ? 

Answer. Our recommendations for the improvement of participa- 
tion by small business companies can be stated in three parts: (1) 
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Small businesses need to improve their creative and research capabil- 
ities in order to broaden their opportunities; (2) from a company facil- 
ity standpoint, there are probably many items that small business 
could fabricate and assemble; however, lacking the ability to design, 
develop, test, and so forth, they cannot qualify to participate on such 
items; (3) small businesses who wish to participate in defense work 
should make their desires known to the prime contractor and provide 
information on their capabilities, financial position, and facilities, 
in order that the contractor can determine their ability to perform. 

Do you wish to break in there ? 

Senator Wiiu1ams. We have been breaking at this point and deal- 
aa questions on the subcontracting before going into comments 
on 8. 500. 

Senator Scott, do you have any questions ? 

Senator Scorr. I have no questions, Mr. Chairman. 

Senator Witu1ams. Mr. McInarnay has some, Mr. Dobbins. 

Mr. McInarnay. Do you make it clear in your statement, Mr. 
Dobbins, what Boeing’s basic policy is underlying its make-or-buy 
decision ? 

Mr. Dossrns. You say, did I make it clear or could I make it clear? 

Mr. McInarnay. Well, I am not sure it is clear to me. 

Mr. Dossrns. I see. 

Well, our make-or-buy committee meets to consider new items that 
come up as to what we should do, whether we should buy them out- 
side or whether we should make them in the plant. There are many 
factors that affect this. 

One, of course, is the availability of the type of skill outside, the 
availability of the type of skill in our own plant at that time, our 
own capacity. Many other things that affect that. 

For example, we had one, I can give you a good example recently 
where, as you probably know, we are subcontractor to North Amer- 
ican on the B-70. We are going to build the wing for that airplane, 
which is a tremendous piece of metal. As a part of that, on the job 
it requires a very sonadeneaa amount of what is called chem milling. 
I do not know whether you gentlemen are familiar with this process 
or not, but it is machining by the use of chemicals, is really what it 
boils down to. 

We have done that process in our own plant for a good many years. 
In connection with this particular job on the B-70, we had then to 
consider if we wanted to enlarge our own facilities to the capacity 
or the size capacity that was required for this B-70 job. And we 
decided against it if we could find suitable subcontractors for this 
type of work. 

We investigated the sources that were available, and they had to 
be ones that were reasonably close to us, and decided to subcontract 
the work because we found two, at least two sources, both of which 
are small businesses in California, and, therefore, decided to subcon- 
tract this item instead of enlarging our own facilities. 

This is the sort of thing that goes on in make-or-buy. 

Senator Scorr. Mr. Chairman, could we get an illustration of one 
v0 of chem milling so I would understand what you are talking 
about ¢ 

Mr. Dosstns. Well, let’s say this is a sheet of steel that is going on 
a B-70 wing, and let’s say it is three-sixteenths of an inch thick when 
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we get it. We cannot use it in that particular state. We have to, 
say, taper it so that it is three-sixteenths here and one-sixteenth on 
this edge. Instead of machining that with a machine, a planer or 
other skin mill or that type of machine, you do this by chemical means, 
taking off that metal by chemicals. You can step it, you can do all 
sorts of things with it. 

Senator Scorr. Just by applying a certain amount of some chem- 
ical combination in different degrees to different parts of the plate; 
is that it? 

Mr. Doserns. Well, it is a question of time, the time you leave each 
segment of the sheet in the solution; and also, if you want, for ex- 
ample, to leave a spot right in the middle of this that was still three- 
sixteenths thick, you could mask that off and leave a boss there. 

Senator Scorrt. I see. 

Mr. McInarnay. Would Boeing be in favor of making a change 
in the DOD small contracting program in that it would be manda- 
tory rather than voluntary ? 

Mr. Dossrns. I think it would be desirable, along the lines of the 
policy which we have just issued in our company. I do not believe 
most companies would have any great objection to this. 

Mr. McInarnay. You stated earlier, in response to a question, that 
you do not believe in set-asides. Would you be willing to concede that 
the statement might well be made that set-asides should not be neces- 
sary ; that small business, qualified small business, should have all the 
opportunities they need without set-aside procedures ? 

Mr. Dosstns. Well, yes, I think the real thing that needs to be done 
is simply to see that small business has that opportunity, but I believe 
it is un-American to get to the point where we have to set aside a 
segment of business, a type of business, for a certain segment of 
American industry. 

Mr. McInarnay. Do you also think it is un-American that three 
or four hundred thousand small manufacturers should receive 17 
percent and a continuing declining percentage of the defense dollar? 

Mr. Dogsrns. Well, no, I would not say that. But I might quote 
something here. I was reading the other day in a statement by the 
chairman or the president of the United States Chamber of Commerce. 
I may have the year wrong, but I believe he said that 50 years ago 
there were 22 small businesses per thousand population; and there are 
now 25 per thousand population. So he said. 

Mr. Srutts. I think, Mr. Dobbins, we have now just about the 
same number of businesses per thousand population as we did 30 years 
ago. 

Mr. Doserns. I think he increased it by three, 22 to 25. His point 
was that small business is dying; if it is dying we should tell them 
to lie down and keep still. I think that is his statement. 

Mr. McInarnay. We do not want the ones who are qualified and 
needed, to lie down and keep still. 

Mr. Dozsrns. No, sir. Actually, our experience at Boeing is that— 
I could count on less than my 10 fingers the number of companies 
we have been doing business with which have gone under in all my 
experience, and I have been with Boeing for 31 years. 

Mr. McInarnay. I think in your testimony this morning you said 
on the bottom of page 3, I believe it is, that 18.6 percent of the total 
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amount subcontracted went to small firms. This was $186 million. 
Almost $75 million of this was for items not directly bearing upon 
the end item. 

Mr. Dosgins. That is correct. 

Mr. McInarnay. This would cut your percentage of subcontracts 
to small business almost in half, is that right ? 

Mr. Dossrins. Well, if you want to put it in that context, it would 
cut it down to about $112 million. However, I guess I just do not 
understand this sort of thing. To me, a dollar is a dollar, no matter 
what generates it, and it goes into the flow of business. If it is cutting 
oil to run your machines on a defense contract, if it is pencils to do 
your work with, if it is anything which is required to execute your 
contract, aren’t those dollars that benefit small business? 

Mr. McInarnay. Well, I am sure they would have no objection to 
the source of the dollars. 

Mr. Dosstns. I am not including them here, I have not included 
them at all, to try to camouflage anything. It is simply that I believe 
the real intent is to see that small business gets an opportunity at the 
dollars we spend, no matter where they generate. 

Mr. McInarnay. The allegation was made more than once in prior 
testimony that a comparison of efficiency in a shop working on fixed- 
price contracts with one working on cost-plus contracts would be 
shocking. I am just wondering if you have had an opportunity to 
examine the different divisions in your own company recently to see 
if this is true in Boeing. 

Mr. Dossrns. Well, yes; we do work on both fixed-price-incentive, 
and CPFF.’ We prefer fixed-price and fixed-price-incentive. 

The only time we have CPFF prime contracts is when there is simply 
no other way to handle the job, it is a developmental and research 
job, and I think most small businesses would not take that kind of 
work, either, on a fixed price. It simply is not a practicable way to 
do it. 

Now, as far as the efficiency is concerned, I do not think we, as a 
company, can afford to be inefficient on either type of contract. Things 
are too competitive. 

If we are not efficient on a CPFF contract, this is not good. This 
is not our policy. We intend to execute both of them in the same 
manner, and I believe that, generally speaking, we do. 

I am talking about Boeing as a prime contractor. 

Mr. McInarnay. What percentage of the contract dollars that 
Boeing has are on a cost-plus basis? 

Mr. Dossrns. I do not have that figure. The bulk of our work is 
on fixed-price incentive contracts, the largest percentage. 

Mr. McInarnay. Well now, you have a subcontract under the B-70. 

Mr, Dossins. Right. 

Mr. McInarnay. That is cost-plus, is it? 

Mr. Dopnins. You know, [ have noticed in reading the testimony, 
if you will excuse me, too many people have been using the term cost- 
plus. Cost-plus is illegal assuch. CPFF—— 

Mr. McInarnay. Cost plus a percentage of cost. 

Mr. Dossins. CPFF is different from cost-plus. 


* Cost plus a fixed fee. 
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Mr. McInarnay. The law prohibits only cost-plus. 

Mr. Dozsins. CPFF means you contract to do a job for an esti- 
mated cost. Your fee is based on that estimate. 

io McInarnay. Let us talk about the legal cost-type contracts, 
then. 

Mr. Dosstns. Right. I am going to get to that. I just wanted to 
make it clear, because I have seen this term used so much in this testi- 
mony, I thought perhaps there was a misunderstanding. 

The B-70 subcontract for the first three airplanes is—I believe that 
is the number—is CPFF. I think the plan is that after that—it is a 
developmental job—after that is done, we will then go in probably to 
a fixed price with redetermination, and I would expect that following 
that experience on some maybe 12 or 15 aircraft, the next contract 
would be a fixed price or a fixed-price incentive. 

Mr. McInarnay. Do you have the prime contract for the Bomare 
missile ? 

Mr. Dossrns. Yes, sir. 

Mr. McInarnay. Do you know offhand what the total dollar volume 
of that contract is? 

Mr. Dossrns. I do not think I have that. Could I check here and 
see if I have the figure? 

No, I do not have that figure, I am sorry. 

Mr. McInarnay. Anyhow it runs into several hundred millions of 
dollars, does it not ? 

Mr. Dosptns. Yes, it isa good many million dollars. 

Mr. McInarnay. Is ita cost-plus-fixed-fee contract ? 

Mr. Dogstns. Well, the initial contracts were, yes. The latest con- 
tract where you are getting into production is, I believe, a fixed-price 
incentive-type contract. 

You see, up until the past number of years, during the development 
— of that project, this has been on CPFF. Now, we are getting 
to the production stage, and we are going into fixed price. 

Mr. McInarnay. You are saying, generally, you do not have any 
production contracts of a cost-plus type ? 

Mr. Dozsrns. Not when you get into real production. 

Mr. McInarnay. Whatdo you mean by “real production” ? 

Mr. Dossins. When you have gotten through the research and 
development. 

Mr. McInarnay. Well, do you ever get through that in one of these 
projects ? 

Mr. Dossrns. Sure, sure we do. Our aim is to get on fixed-price 
and on fixed-price-incentive as quickly as we can. 

Mr. McInarnay. If we assume for the moment that Bomarc is or 
was a several-hundred-million-dollar contract on a cost-plus basis, I 
just wondered what percentage of the subcontracts that you let under 
this prime contract were awarded on the basis of a cost-plus? 

Mr. Dossrns. A very large percentage of them, cost-plus-fixed-fees ; 
a large percentage of them. 

I think what you are getting at is that probably you think that we, 
as a prime, are taking a CPFF, and not giving the subs the same 
opportunity. 

Mr. McInarnay. Well, that is the allegation that has been made. 

Mr. Doserns. That is not so. 
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Mr. McInarnay. It isnot true? 
Mr. Dopsrns. No. 
Mr. McInarnay. Could you provide us 
Mr. Dossrns. However, even under a CPFF, let us say you are 
buying a relay of that size or a transformer of that size, and you can 
buy a standard one which has been developed, even under a CPFF you 
will buy that at a fixed price. But, if you have to get that same thing 
developed by a sub, you will do it ona CPFF. 
Mr. McInarnay. Could we get a breakdown of the total dollars 
that you received in the Bomare project on a CPFF basis? 
Mr. Dosprns. You mean you would like to have me furnish this to 
ou? 
Mr. McInarnay. If you will. 
Mr. Dossrns. Yes, I will.* 
Mr. McInarnay. And then the dollars that were subcontracted on 
a CPFF basis. 
Mr. Dozsstns. OK. Can I furnish that to you in the next few 
days? 
Mr. McInarnay. If you will, please. 
Mr. Dossrns. All right.® 
Mr. McInarnay. Do you have offhand the percentage of your facil- 
ities that are Government owned ? 
Mr. Dogeins. No, I do not believe I have that figure with me. 
Mr. McInarnay. Does 84 percent sound approximately right? 
Mr. Dosstns. It sounds high tome. Now, of course—well, I really 
should not say, because I do not have the correct figure in mind. 
You will recall that our Wichita plant is wholly owned by the 
Government, all except a very small plant which was there many years 
ago. Basically, the Wichita facility is Government owned. 
Mr. McInarnay. Would you furnish that for the record, the per- 
centage of your facilities that are Government owned ? 
Mr. Dozstns. Yes.® 
Mr. McInarnay. To your knowledge, in the last 2 years, have 
you expanded your plant facilities by either additional construction 
or leasing other buildings from the Government, or in any manner 
whatsoever ? 
Mr. Dossrns. We have expanded our facilities in the last 2 to 3 
years by a very considerable amount. 
We have spent about—again, I do not have the exact figure but 
aepenmimstely $120 million or $125 million of our own money. 
r. MoInarnay. Putting in facilities that are now owned by 
Boeing ? 
Mr. Dossrns. Yes, sir. 
Mr. McInarnay. There have been additions to your Government- 
owned facilities during that period ? 
Mr. Dossrns. I think there have, but I could not tell you the 
amount. 
Mr. McInarnay. Do you know the requirement that was the basis 
for these additional facilities ? 
Mr. Dossrns. A good portion of it was research and development. 





*See p. 181, item 1. 
5 See p. 181, item 2. 
® See p. 181, item 3. 
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Mr. McInarnay. In the Bomare, or what? 

Mr. Dozsrns. In connection with all the new things that are going 
on these days. For example, in connection with the B-70 program; 
that is, we were in competition, as you know, and lost on what was 
originally the model 110 and is now known as the B-70, to be built 
by North American. 

We spent a lot of money on facilities for that project, and then there 
are others in a good many areas connected with what you might call 
the space age, which we are coming into, and these are new wind 
tunnel requirements that are necessary to look into the future. 

Mr. McInwarnay. Do you have any idea of the additional square 
footage of floorspace that has been required in the last 2 years? 

Mr. Dopgins. No, no; I have not the figures. I would rather, if I 
may, send you these figures. 

Mr. McInarnay. You have no idea whatsoever ? 

Mr. Dopsstns. Well, I could give you a figure but I probably would 
be wrong, because, you see, we have so many—these facilities are in 
different places, and I would like to get the exact figures for you. 

(The following information was subsequently furnished by Mr. 
Dobbins :) 


In this period, Boeing-owned floorspace has increased by approximately 2 
million square feet. Of this amount approximately 1,250,000 square feet ac- 
quired for research and development and 750,000 square feet to support com- 
mercial production. 

Government-owned facilities have increased by 2,300,000 square feet. Of this 
amount approximately 400,000 square feet acquired for preflight facilities at 
Wichita, 250,000 square feet for miscellaneous projects at Wichita, 500,000 square 
feet for preflight facilities at Moses Lake, 400,000 square feet for the missile pro- 
duction center, and 750,000 square feet for warehouses at the Auburn and 
Seattle Army terminals. 

A major reason for the increase in Government-owned facilities was because 
Boeing used on a permit basis surplus Government warehouses and reduced pri- 
vate warehouse leases with a resultant reduction in expense to the Government. 

Mr. McInarnay. In this same last 2-year period, have there been 
other programs on projects that were either completed or cancelled ? 

Mr. Dosstns. Well, during this period, during this last year we 
finished the last of the B-52F, and went into a revised model of the 
B-52 airplane known as the B-52G. 

Mr. McInarnay. You mean you used the floorspace formerly on 
the B-52F for the G? 

Mr. Doszstns. Right. 

Mr. McInarnay. But you have not had any become empty in the 
last 2 years? 

Mr. Dosstns. Yes, we have. 

Mr. McInarnay. What have you done with that? 

Mr. Dozsrns. Used it for development of work, a good deal of it. 

I think, perhaps, what you are getting at here is: have we pulled 
back work from the subcontractors, and the answer is no. 

Mr. McInarnay. I was not getting at that, but I appreciate the 
answer. 

[ Laughter. | 

Mr. Dossrns. Well, I have been reading previous testimony, and I 
suspected, perhaps, this is what you were getting at. 

The only time we generally pull back work is if we are having a 
problem with asub. As a matter of fact, I noticed one that Mr. Barnes 
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mentioned yesterday that I would like some time today to correct an 
impression. 

Mr. McInarnay. That was—— 

Mr. Doxnsrns. That was made yesterday, or I guess it was the day 
before yesterday. ; 

Mr. McInarary. The basic thing I am getting at is that you are 
expanding your facilities considerably. Is that true? 

r. Dopsins. We have expanded them. , 

Bear in mind, that one of the big expansions we had was in pre- 
paration for the 110, and in getting facilities which would enable us 
to do a job on that particular project. We lost that; so those facil- 
ities—you might say that was a gamble we lost. 

Mr. Mitwiaewa®. You paid for the facilities ? 

Mr. Dossrns. Yes, sir; $26 million on that one. 

Now, others, in order to keep ahead and to investigate all the new 
technology that is required, as I termed it awhile ago, in this space 
age, if we do not do this we simply have to do it in order to provide the 
Government and the country with what it needs. 

Mr. McInarnay. In some of these facilities, some of the floorspace 
you have in Boeing, you have a pulse radar development going on for 
the Bomarc? 

Mr. Dossrns. Well, I am not close enough to it, to know specifically. 

Mr. McInarnay. It is my understanding that you do, and that the 
type of development involved in this particular item required the 
duplication of facilities that were already existing in numerous 
qualified companies. 

Mr. Doserns. Well, I am sorry, I am not familiar with that par- 
ticular one. I could find out for you, though. 

Mr. McInarnay. You also have a rubber and plastics laboratory ? 

Mr. Dozsprns. Yes, sir. 

Mr. McInarnay. How big a facility does this require ¢ 

Mr. Dossrns. It is very small; very small. 

I think that one of our reasons for getting into that was simply be- 
cause we were all the time having problems in getting the right kinds 
of rubber seals, various rubber compounds. 

The sealants, for example, that are used in sealing fuel compart- 
ments—we have to do a lot of investigation and we have to do a lot 
of testing in order to determine that we are getting the sort of thing 
that will do our job. 

Incidentally, the two companies that supply our sealants are small 
business. What we do helps them. 

Mr. McINarnay. What are those companies ! 

Mr. Dozptns. Coast Proseal is one. I just do not recall the name of 
the otherone. They are both California companies. 

Mr. McInarnay. It is not Aeroquip ¢ 

Mr. Dossrns. No. 


Mr. McInarnay. Do you buy any tubing from Aeroquip ? 
Mr. Dogptins. Yes, sir. 
Mr. McInarnay. Do you realize that Aeroquip pays a royalty to 
North American for every piece of this tubing that you buy from them ? 
Mr. Dogsrns. No, I did not. 
Mr. McInarnay. It is my understanding that this particular tubing 
was developed under a set contract when North American had an 
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R. & D. contract, and yet North American is claiming a royalty on 
everything meee sells. I am just wondering if Boeing might be 
receiving royalties from other companies on any items such as these? 

Mr. Dozsrns. Not, I believe, of that nature; no. We have things 
that we develop ourselves on which we receive royalties; yes. 

Mr. McInarnay. Not on R. & D. contracts? 

Mr. Doszstns. No, no. 

Mr. McInarnay. What percentage of the work that—you have the 
707 ; do you not ? 

Mr. Dosstns. Yes, sir. 

Mr. McInarnay. That was developed along with the—or as a paral- 
lel venture with the recent military aircraft ? 

Mr. Dosgsrns. Yes, sir; the history of that is that we built the first 
airplane, the prototype with our own money. We spent about $20 
million of our own money to build an airplane, to test it, and it dem- 
onstrated its capabilities to both the military and commercial airlines. 
This was with our own money, not with Government money. 

Mr. McInarnay. What percentage of the contract dollars that you 
have are defense dollars ? 

Mr. Dozers. I do not believe I have the exact figure but a prett 
substantial portion of our total backlog is commercial. I thin 
about, I would estimate around, 30 percent. I could be off a small 
percentage. 

Mr. McInarnay. Then would you say that it might be fair to 
say that 30 percent of your facilities are your own, and 30 percent 
of your backlog is commercial ? 

Mr. Dossins. Well, I think about 30 percent of our backlog is 
commercial. As to whether 30 percent of our facilities are our own 
and the balance Government, I would rsther give you that figure 
so I know I am giving you a correct figure. 

Mr. McInarnay. But these items on which you receive royalties 
are without the scope of this 30 percent that we used for the moment 
in all cases? 

Mr. Dogsrins. Would you say that again ? 

Mr. McInarnay. You say you have some items on which you are 
receiving royalties ? 

Mr. Dossrns. Yes. 

Mr. McInarnay. But you can affirmatively say that these are on 
developments within your own private fields, your own dollars being 
used, not R. & D. contracts ? 

Mr. Doszrns. That is right. We have gone out and gotten other 
people to develop something and then claimed a royalty on that, or 
claimed a patent on that, which is, I think, what you were trying 
to illustrate there a minute ago. 

Mr. McInarnay. What is your policy on progress payments to 
your subcontractors ? 

Mr. Dozerns. We do make progress payments to many, many con- 
cerns and these are all made within the procurement regulations, as 
controlled by the procurement regulations. 

Mr. McInarnay. What percentage of the military contracts that 
you have do you receive progress payments on ? 

Mr. Dossrns. Well, on fixed-price contracts, we receive, I guess, 


what you would term progress payments from the Government. They 
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have been reduced in the last year or year and a half, as you prob- 
ably know. 

CPFF contracts, you receive payments, they are not termed pro- 
gress payments, they are payments based on the amount of work 
that you have done, that you have accomplished. 

Mr. McInarnay. On the average, what would you say is the 
percentage of the 

Mr. Dossins. I think it runs about, I believe it is about 70 percent. 

Mr. McInarnay. You are receiving progress payments on 70 per- 
cent of your work ? 

Mr. Dospins. Well, no, I think that the amount of payments you 
receive is about 70 percent of the amount that you have expended. 
In other words, you do not receive a 100 percent. 

Mr. McInarnay. How frequently are you paid ? 

Mr. Dossrns. I think this is—l am not an accountant expert or 
in the accounting department—but I think this is on probably a 
monthly basis. 

Mr. McInarnay. Of your total dollar volume of contracts, on 
roughly what percentage are you receiving progress payments? 

Mr. Dossins. Well, we receive what are properly termed “progress 
payments” on the 

Mr. McInarnay. Let us not stick to the term “progress payments” ; 
let us talk about work on which you are paid as the contract goes 
along. 

Mr. Dossrns. Well, on all of our Government contracts we get 
payments. They may be termed other than progress payments in 
the case of the CPFF. 

Mr. McInarnay. Do you normally bill each month? 

Mr. Dossrns. I believe that is done; yes. 

Mr. McInarnay. And you are usually paid by the second month 
or the next 30 days? 

Mr. Dossins. I believe that is so. 

Mr. McInarnay. You say some of your subcontractors also get 
progress payments? 

Mr. Dospins. Yes, sir. 

Mr. McInarnay. Is this a very large percentage, would you say ? 

Mr. Dosstns. I think a pretty substantial portion of the dollars, 
yes. This is normally done within the rules set forth by the regula- 
tion, these are the rules that we are governed by. 

Mr. McInarnay. Well, this cuts off the rest of my line of ques- 
tioning because it was my understanding that you did not. 

Mr. Dossrns. It is incorrect, sir; that is incorrect. 

Mr. McInarnay. I think it would be interesting to know on just 
what percentage of your contracts you are receiving some form of 
progress payments from the Government, and what percentage of 
your subcontractors under those contracts are getting progress 
payments ? 

Mr. Dossins. All right. Can I furnish that to you?’ It sounds 
like someone has made an allegation in this respect and I know of no 
one who has been denied progress payments by Boeing when they 
were legitimate requests in accordance with the regulations. 
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Mr. McInarnay. I have just one other question, and that is: Since 
Boeing is such a large facility, how much difficulty do you find in 
assuring one division here knows what the division a couple of blocks 
down the street is doing ? 

Mr. Dossrns. Well, there are many ways of doing this. 

Of course, we have management meetings every week of our top 
division managers. 

Mr. Allen, our president, has a staff meeting of about 12 people, 
including all of the division managers, and I am in that, too. 

Then, in different echelons in the division and between divisions 
we have meetings regularly, and all the divisions are pretty well aware 
of what the others are doing. 

Mr. McInarnay. My question is prompted by an example that we 
were given that in one of these meetings, the division managers from 
your company were discussing a particular item. One of the man- 
agers was reporting on the progress of this item that he had under 
development and said that any day he expected to come up with an 
answer. Another division manager in the room asked him more 
clearly to identify the item, which he did, and the second division 
manager said, “Well, we completed the development on that item 3 
months ago.” 

Mr. Dogprns. Is this supposed to be in Boeing ? 

Mr. McInarnay. Yes. 

Mr. Dogprns. Things like that can happen. 

Mr. McInarnay. Things like that can happen ? 

Mr. Dozers. Sure, I expect it could happen. But I would think 
this would be the rare exception rather than the rule. 

As a matter of fact, we have an office in our headquarters office— 
this office has been in existence now for about 2 years—which is for 
the purpose of operational planning to try to make certain that what 
you are talking about does not occur. That is one of the jobs that we 
lave. 

Mr. McInarnay. It is the B-52E and the F series that you are 
working on. Are they in production? 

Mr. Dosstns. No, they are out of production now. They were 
finished 

Mr. McInarnay. Then it is safe to say that they are beyond the 
research and development stage ? 

Mr. Dopsins. Yes. You said E and F? 

Mr. McInarnay. The B-52E and F. 

Mr. Dozstns. Yes, that is right. The last of those were delivered 
the early part of 1958. 

Mr. McInarnay. Has Boeing furnished the drawings and engi- 
neering data to the Government on these planes ? 

Mr. Pisaids. Yes, sir. Well, there is—that is right. Part of our 





contract requirements are that we furnish certain drawings and data 
to the Government; and this is done. 

Mr. McInarnay. These would be sufficiently complete to enable the 
Government to purchase subsequent parts ? 

Mr. Dozers. I believe that is right. 

Mr. McInarnay. From your sources or in open competition ? 

Mr. Dossrns. I believe that is right. 
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Mr. McInarnay. Senator Saltonstall’s assistant requests that the 
following questions be asked: How many people are employed by 
Boeing ¢ 

See Detienwe: I do not have, probably, the latest up-to-date figure in 
mind, but it is roughly between 55,000 and 70,000 people in all of our 
divisions; *® about 24,000 or 25,000—in that neighborhood—in our 
Wichita division. 

Mr. McInarnay. Is that the one that is wholly owned by the Gov- 
ernment ? 

Mr. Dogsrns. That is right. 

Mr. McInarnay. What percentage of employees are working on the 
defense contracts ? 

Mr. Dossrns. Well, again, I am going to have to guess here. I can 
get you the exact figure, but I think it is roughly around 380 percent. 

Mr. MoInarnay. Thirty percent ? 

Mr. Dossrns. Roughly that. 

Mr. McInarnay. How many do you have, over all ? 

Mr. Dossins. Between 65,000 and 70,000. 

Mr. McInarnay. And 25,000 at Wichita ? 

Mr. Dosgrns. Right. 

Senator Wixx1aMs. Earlier you said that 30 percent of your total 
backlog is commercial. 

Mr. Dopprins. Perhaps I have my figures, my percentages mixed. 
What I mean to say is that about 35 percent of our employees are on 
the commercial programs. 

Senator Witu1aMs. That is a correction of your statement just a 
moment ago ? 

Mr. Dossins. Yes,sir; thanks. 

Mr. McInarnay. There is one other allegation that is repeated by 
several of the witnesses, and that is, that certain large primes—and 
they did not enumerate which primes—are engaging in the practice-—— 

Mr. Dosprns. I have read the testimony. 

Mr. McInarnay (continuing). Toa certain extent, of soliciting pro- 
posals from potential subcontractors, and one man said they even went 
so far as to tell why they were soliciting proposals. I think the par- 
ticular proposal he was talking about was for five units, and the total 
quantity was quite a few more than this. He inquired whether the 
additional quantity would follow, and they said, “No, we need two 
right away, and we are going to take the other three apart and see 
how they work.” 

Then, there were repeated occasions when the specifications sub- 
mitted by the subcontractor showed up verbatim in a subsequent 
request for proposal (RFP) for the same item. 

I won’t ask you whether Boeing does this, but I am just wondering 
what assurances you have in the higher echelon office of Boeing that 
your engineering people, your contracting officers, your purchasing 
agents, are not engaging in this? 

Mr. Dozsins. Well, of course, this could happen. 

However, we have always had the policy, and this is not just some- 
thing new, that, in the first place, we do not go out and get what are 
sometimes termed as informational bids, where you go out and ask a 


*The figure was later corrected to 94,763, as of Apr. 1, 1959. See letter from Mr. 
Dobbins, p. 182, item 5. 
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lot of people to make you proposals when you know right from the 
scratch you are not going to buy the item. We do not believe this is 
a proper way of doing business. Therefore, we do not indulge in it. 

We also have always had the policy that we do not—we respect 
other companies’ designs and rights. We do not. permit our people 
to indulge in the tactics that you have recited, and which were recited 
the other day here as a company policy. 

Mr. McInarnay. I think the witnesses who spoke of these things 
certainly were not saying this was company policy, and I think they 
even said that they are sure that the management of the company 
nga not in the least condone this sort of thing if they were aware 
of it. 

My question really was: What steps has Boeing taken to assure 
themselves that their lower echelon people are not engaging in this? 

Mr. Dogsrns. Actually, I do not know what you can do outside of 
constantly keeping this in front of your people, which we do, and you 
have people, for instance, in our procurement side of the business who, 
cs agg have integrity and they follow our instructions and 
policies. 

Mr. McInarnay. How many military personnel are in your plants? 

Mr. Dosstns. Very, very few—pardon me, do you mean stationed 
in our plant? 

Mr. McIwarnay. Yes. 

Mr. Dozsrns. Not as employees, that is former military as em- 
ployees ? 

Mr. McInarnay. No; that is a good question, though. I am glad 
you mentioned that. 

Mr. Dossrns. Well, the answer to the second one, which I brought 
up myself, is very few, and they are not working on military business. 
But I cannot give you the exact number, sir, but I believe that the 
total complex in the Seattle area, where we have five divisions, I be- 
lieve the Air Force has probably around 200 people, and this includes 
contracting people, the plant representative, production personnel, 
price inspectors, and just the general thing. 

Mr. McInarnay. Is this military and civilian ? 

Mr. Dosgsrins. Yes, sir; that is military and civilian Government 
employees. 

Mr. McInarnay. After having read over some of the remarks that 
were made by earlier witnesses, and, I am sure, having considered this 
a long before this, do you feel that there are many capable, 
ully qualified smaller firms? Isn’t there, in your opinion, some way 
that the trend toward increasing the facilities of a company like 
Boeing and shutting out these firms can be checked to the benefit of 
the small companies, and I think to the defense effort and to the 
economy ¢ 

Mr. Dossrns. Well, for instance, speaking of these facilities that 
we built in what we thought would be on the B-70 program, we were 
not shutting out any small business when we built those. We had to 
build them in order to be competitive in our area of the business. 

Mr. McInarnay. You had to build them to be competitive with the 
other large primes; is that correct ? 

Mr. Dozgins. Right; that is correct. 
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Mr. McInarnay. Well, aren’t there many more large defense prime 
contractors now than there were a few years ago? 

Mr. Dossrns. Well, I do not know what the count is now. I think 
there are less actually than there were some years back. 

Mr. McInarnay. Competition is stiffer though, is it not? 

Mr. Dossrns. It is extremely stiff. 

Mr. McInarnay. Have you ever had the Government indicate to 
you that the amount of subcontracting you were going to do would 
work against you in your consideration by the Government for a 
contract ? 

Mr. Dopsrns. Well, I do not believe so. As a matter of fact, 
it has been a practice for a good many years, at least between Boeing 
and the Government, on a given project, for us to agree with the 
Government on what overall percentage of the contract that we would 
subcontract, and on the larger items to select the types of items we 
would subcontract, such as wings or body section, landing gear, and 
so on. And this has been an important point. 

Mr. McInarnay. Do you think the large primes should be re- 
quired, with exceptions as necessary, to come up with a fairly firm 
make-or-buy structure at some point ? 

Mr. Dosstns. I think this is all right, along the lines I just spoke 
of, and we have been doing it for a long time. 

But, when you get into the type of business we are in, with the 
thousands of items that are involved, to come up with a definitive 
list, make-or-buy list, would be completely impracticable. 

I believe myself that the way we have been operating, where we 
agree on an overall percentage—and it is pretty large—I can give 
you the percentages on our various contracts, if you wish, and ac- 
tually enumerate the larger items, and then have a small-business 
policy such as we have written here now, that is within our own 
company, is the way to do the job. 

I think that if the industry as a whole adopts this policy, and I 
ate it probably will, that this will go a long way toward doing 
the job. 

r. McInarnay. You say you have been making agreements with 
the Government on the percentage of work you will subcontract? 

Mr. Dosstns. Yes. 

Mr. McInarnay. What percentage is that, roughly ? 

Mr. Dossrns. Well, I would like to, if I may, take it by the various 
contracts. 

Mr. McInarnay. I think you might submit that for the record. 
If you have that from memory, is it 20 percent or 70 percent? 

Mr. Dossins. For instance, on the KC-135 aircraft, which is a 
tanker-cargo airplane—you are probably familiar with it—our per- 
centage is about 4414 percent by weight on that aircraft, by what we 
call AMPR weight. 

On the B-52G which is the latest model of the B-52 being built at 
Wichita, it is slightly over 50 percent. 

Mr. McInarnay. How high would you be willing to go? 

Mr. Dossrns. I think that is about as high as we should go. After 
all, if the Government must expect us to operate as primes, we must 
operate with a satisfactory overhead rate; that is, a ratio of indirect 
to direct labor. 
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Unless we have a satisfactory amount of direct labor in our plant, 
then we are going to be way out of line on overhead, and subcon- 
tracting costs money; don’t think it is free. It takes people to do 
this, which are overhead people. So you cannot have your cake and 
eat it, too. If you want to have a satisfactory overhead rate in the 
prime’s plants, he has to have a certain amount of direct labor in his 
plant to run an efficient operation. I think the figures we have been 
at, 50 percent, is about as high as you can go. 

Mr. McInarnay. You would have no objection to a requirement 
that a prime contractor subcontract 50 percent? 

Mr. Doserns. Well, I think that each prime contract needs to be 
treated as an individual item because there are different considerations 
in the different types of end products 

I might add that I think the Air Force has done an excellent job. 
They have worked with us, and I might say worked on us for a long, 
long time, and have insisted that we subcontract a substantial per- 
ventage ; and we have done this. 

Mr. McInarnay. I appreciate your bearing with me. I do not 
have any other questions, Mr. Chairman. 

Senator WiiuiaMs. Just one or two, Mr. Dobbins. You gave us 
1958 figures on the percentages of total work that was subcontracted. 
You just gave us the one year, did you not ? 

Mr. Doesrns. Yes, sir. I did not give you the current year because 
we are not through it yet. 

Senator Wi1amMs. How about prior years, do you have those fig- 
ures available? 

Mr. Dossins. I do not have them with me. 

Senator Wiiu1aMs. Not with you. But, could they be obtained for 
a 5-year period ? 

Mr. Dossrns. I think I can give you back to about 1956. 

Senator Wii1aMs. I would like to have that included at a later 
time for the record.°® 

You have your make-or-buy figures for your commercial work ? 

Mr. Dosprins. Yes. I do not have them with me but they are almost 
identical to the military. 

Senator Winx1aMs. Could we have those figures, too ? 

Mr. Doserins. Yes,sir. We treat them both alike. 

Senator Wiiu1aMs. But they are separated ? 

Mr. Dozsgtns. Yes, sir. We have separated them from the military 
figures, but we treat both the military and commercial alike. 

Senator Wittiams. We would appreciate receiving this material 
that we have discussed. 

Mr. Dozsrns. All right.’° 

Senator WiL1AMs. “We are now ready to consider your comments 
on S. 500. | 

Mr. Dozsrns. Shall I proceed ? 

Senator Wiiu1aMs. Yes, if you will proceed. 

Mr. Dogsrns. Our comments on the bill S. 500, the bill to amend 
the Armed Services Procurement Act are as follows: 
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Regarding S. 500, the Armed Services Procurement Amendments 
of 1959, it 1s the company’s general view that this bill represents a 
sound and constructive effort to improve the basic procurement law in 
the areas where experience since the enactment of the Armed Services 
Procurement Act of 1947 has shown that improvement is needed. As 
we see it, the basic objective of S. 500 is to achieve increased efficiency 
and economy in military procurement by simplifying the procure- 
ment process and by encouraging the use of those procurement methods 
which have been found in recent years to best promote these ends. 
Other objectives are to assure that a fair proportion of defense busi- 
ness is placed with small business concerns and to afford concerns of 
every size increased opportunities and incentives to develop and de- 
liver the most advanced weapons attainable within the least time and 
at the least cost to the taxpayer. With these objectives we are in full 
accord and believe that, if enacted, S. 500 would be an important step 
forward toward accomplishing these ends and toward implementing 
the laudable declaration of congressional policy stated in section 2 of 
the bill. 

Specifically, our views regarding the five features of the bill men- 
tioned by you may be summarized as follows: 

These are the five questions that you asked us to reply to. 

Feature 1. Establish competitive negotiations as an alternative to 
advertised procurements, while leaving simple “negotiation” author- 
ized only when it falls into one of the seventeen statutory exceptions 
(sec. 3(a)). 

Comment: With regard to the establishment of competitive negotia- 
tion as a permissible alternative to formal advertising, we should first 
like to make it clear that we fully subscribe to the view that formal 
advertising should be used when practicable and consistent with ef- 
ficient procurement. In the aircraft industry, however, we are per- 
haps particularly aware that in many instances common today, the 
ee of formal advertising is wholly inadequate to produce the best 

uy for the taxpayer, price and all other factors considered. 

For example, it seems to us that the process of formal advertising 
presupposes that the item being procured can be described with reason- 
able certainty, not to mention the applicable terms and conditions and 
delivery schedule, so that truly comparable bids will be received and 
the award can be made to the lowest responsible bidder with some 
degree of assurance that the desired performance will be forthcoming. 
However, many of the highly complex and unique items being pro- 
cured today cannot be described in any detail when the procurement 
is indicated, simply because they do not exist. Frequently all that 
can be described is the function to be performed, certain design 
criteria and the delivery schedule desired. The item itself must be 
developed by the supplier, often an uncertain and costly process. 

Under these circumstances, prospective suppliers may propose sev- 
eral different designs, some more technically feasible or appropriate 
than others, offering a rather wide choice on such factors as delivery 
schedule, need for additional facilities and special tooling, reliability, 
ease of maintenance, weight, simplicity, compatibility, et cetera, as well 
as price. In other instances, no acceptable design may be offered be- 
cause of technical, time, cost, or other limitations. ie such a case, 
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the design criteria, performance objectives, delivery requirements, et 
cetera, may have to reexamined by the procurement agency in con- 
sultation with the interested suppliers and changed somewhat in 
—_— to make possible a satisfactory solution to the procurement 
roblem. 
; It seems apparent to us that in such situations, which again we 
stress are becoming more common every day in major procurements, 
sealed competitive bidding, the distinctive feature of formal adver- 
tising, is necessarily and completely unworkable. In our view, the 
opportunity to explore and refine the available alternatives with all 
interested and qualified suppliers afforded by the process of competi- 
tive negotiation is essential to intelligent procurement under these 
circumstances, to enable the procuring agency to develop and select 
the proposal which offers the best compromise of all pertinent factors. 

This has, of course, been increasingly recognized by the Depart- 
ment of Defense in recent years and it seems most appropriate to us 
that the basic procurement law be amended to recognize the realities 
of the procurement problems faced by the procuring agencies today, 
that is, to recognize that negotiation is no longer the rare exception. 
By emphasizing the “competitive” nature of the negotiation process, 
S. 500 should also promote increased competition to the ultimate benefit 
of the taxpayer. 

Feature 2. Call for performance specifications wherever practica- 
ble in lieu of specifications in terms of design and manufacturing 
details (sec. 4(c) (e) ). 

Comment: With regard to increasing the use of performance speci- 
fications as distinguished from detail specifications, the apparent in- 
tent of this provision is to simplify the procurement process. This 
certainly is a laudable objective and there is much room for improve- 
ment in simplifying certain specifications being used today. Thus, 
the first sentence of proposed section 2305(e), which would require 
the use of the simplest specification practicable, is very good. 

The second sentence, which establishes a preference for perform- 
ance specifications, may be based on the misconception that perform- 
ance specifications are always more simple than detail specifications. 
Many examples could be cited where a performance specification 
would be far more complex than a description of the physical details 
of the item. However, we note that the second sentence is qualified 
by the use of the words “wherever practicable,” so it seems satis- 
factory. 

Feature 3. Provide that the agency head may include in the prime 
contract that certain designated subcontracts shall be limited to com- 
petition between small business concerns (sec. 5(f) ). 

Comment: Proposed section 2306(f), which would authorize the 
agency head, pursuant to regulations to be issued by the Secretary of 
Defense, to establish small business set-asides in any prime contract, 
would, as we understand it, provide specific statutory authority for 
what is presently being accomplished through the cooperative efforts 
of the Small Business Administration and the defense agencies under 
existing laws and regulations. As previously demonstrated in answer 
to — specific questions, the Boeing Airplane Co. fully supports the 
policy of insuring that a fair share of defense business should be 
placed with small business. We believe that we have done a good job 
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in this respect and we intend to continue and increase our efforts to 
thisend. It, therefore, does not seem that further statutory authority 
is needed to achieve this objective. If, however, specific legislative 
action is taken, the use of careful judgment is essential to assure that 
the other objectives of the bill are not compromised; i.e., economic 
and efficient procurement. We feel that we should continue to em- 
phasize the utilization of small business; however, competitive bids 
should be secured from both large and small business in order to insure 
that we obtain the best quality and the best price available. 

It also seems to us that in some major procurements because of the 
large number of new and constantly changing components incorpo- 
rated in the final item, it may be very difficult to establish in the prime 
contract any fixed categories of items to be set-aside. In such cases, 
we believe that substantial placement with small business can be more 
readily accomplished by the prime contractor in the administration 
of his small business program, as under present procedures, which, we 
assume, would continue to be used under S. 500 in addition to any 
specific set-asides. 

Feature 4: Provide for operational systems to be purchased from a 
single prime contractor who will be responsible for design, develop- 
ment, and production (sec. 7). 

Comment: As we understand it, proposed section 2389 is intended 
to encourage the use of the so-called operational or weapons-system 
method of procurement management now being used to a limited 
degree but with marked success in the procurement of advanced weap- 
ons systems. The concentration of management responsibility, both 
within the procuring agency and within industry, which is the signifi- 
cant feature of this method of procurement, can, we believe, signifi- 
cantly expedite the development and delivery of advanced weapons of 
increased quality at a reduction in cost. 

Feature 5: Exempt fixed-price contracts, contracts made after for- 
mal advertising, and incentive-type contracts from the renegotiation 
statutes (sec. 9). 

Comment: Finally, regarding section 9 of the bill, under which 
fixed price, formally advertised and incentive-type contracts would be 
exempt from the Renegotiation Act of 1951, it is true, in our opinion, 
that the procedures and practices followed by the Department of De- 
fense in the procurement of defense weapons assure the establishment 
of fair and reasonable prices, except in isolated cases, making statutory 
renegotiation as now administered unnecessary to protect the interests 
of the United States. Thus, S. 500 represents one constructive 
approach to one important aspect of the renegotiation problem. 

e are sure you recognize, however, that S. 500 does not cover 
several other equally important aspects of the renegotiation process 
which will be under review by other committees of the Congress, 
such as the factors to be considered in determining excessive profits, 
ows within the Renegotiation Board, and judicial review of 

ax Court decisions in renegotiation cases. We think it essential 
that the Congress resolve the entire renegotiation problem in a manner 
which will encourage, rather than discourage, the performance of 
defense contracts with the utmost speed, economy and technical ex- 
cellence and stimulate the development of our Nation’s scientific 
and industrial capabilities in areas pertinent to our defense efforts. 
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Senator Witu1ams. Have you any questions, Mr. McInarnay? 

Mr. McInarnay. No. 

Senator Wiuu1ams. Mr. Dobbins, I wonder if you could briefly 
describe the attitude of your company which prompts the policy of 
insuring that a fair share of defense business should be placed with 
small business ? 

Mr. Doserns. Well, as I believe I stated earlier, we have always 
done business with small business, even before there was an official 
small business policy. 

Senator Witu1aMs. I wanted the philosophy of the company. 

Mr. Dossins. We feel that small business, many small businesses, 
have skills, they have abilities that we can well utilize and want to 
utilize. 

They can do some jobs cheaper and better and it is our intention 
to use those where they have this skill and ability. The latest example 
is this chem milling process that I mentioned. 

Senator WiiuiaMs. It is a dollars-and-cents attitude that dictates 
this policy ? 

Mr. Dosstns. Yes, sir, I think we should buy and our policy is 
that buying, we should buy where we can get the best we can buy 
at the least cost. 

Senator Wixu1aMs. And you think that small business offers many 
opportunities ¢ 

Mr. Dogpsrns. Many, many small businesses do that, right. 

Senator Wiu1aMs. Well, we certainly appreciate your thoughts here 
expressed, and I know it will be very helpful for the deliberations of 
the committee. Thank you. 

Mr. Doserns. Can I mention just one thing ? 

Senator WiiuiaMs. Certainly. 

Mr. Dosstns. I noticed in Mr. Barnes’ testimony, a reference was 
made to a company which was not named, which said that the prime 
had, in letting business to him, stated that there would ultimately be 
5,000 sets or units or ships’ worth or whatever you want to call it 
of production, that the prime had now, after giving him initial 
orders, withdrawn the work and put it back in his own plant, and 
bought facilities to do this work and it intimated at least that the 
prime had been delinquent in paying for tooling, and I would like 
to refute some of those statements. The company concerned is Boeing. 

Senator Wiiu1aMs. I beg your pardon, I missed that. 

Mr. Dossins. The prime concern is Boeing in this case, I am sure, 
and I would like to state some of the facts, because some of the 
statements that were made were not so. 

On these particular articles, there were 32 items involved, 32 dif- 
ferent part numbers involved. These were items on our BOMARC 
missile program. They were items, in the first place, which we had 
developed in our own plant. We had built them on the XIM-99 pro- 
gram, and that the YIM program, which was the follow on. 

Weelected to buy them outside. We got quotations from eight small 
businesses, and the one mentioned the other day was the successful one. 
He received orders for the 32 items, and ultimately delivered out of a 
total contract price for all 32 items, it was about $32,000 including 
tooling of about $6,000, he delivered and was paid for about $27,000 
worth of those items. 
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We finally canceled 5 items, the balance of 5 items, and the 
cancellation amount was $307. There are still seven items that he has 
not completed. We may or may not cancel them. It depends on 
whether he can come through. 

Now, what he had was a quality problem. Out of about 2,400 items 
on initial receipt, 800 of them were rejected. We had to take them 
back in the plant, that is, the last portion of these five items, in order 
to deliver our missile to the Government, and I want to remind you 
that we had made these before. We developed the design and we did 
not buy new facilities to do this job. This was done in a very small 
shop. 

isa: in the case of tooling, I have not gotten through investigating 
this whole thing. However, I did determine that he has been paid for 
tooling, as he presented his bills, and a subcontractor, when he presents 
a certified tool list, will be paid for his tools, and not until that is done. 

In order to present a certified tool list, he has to produce acceptable 
articles, and I believe that in each case when this company was finally 
able to certify their tools and sent us a list, they were promptly paid. 

I merely wanted to get this in the record, because some of the state- 
ments that were made, did not reflect what the facts were. 

Senator Winu1ams. Of course, we were not advised just who Mr. 
Barnes was referring to, but we appreciate your volunteering this 
description of the problem as you see it. 

Mr. Dozsins. Well, I do not like to see us, big business, painted black 
all the time. 

Senator Witt1Ams. Thank you very much, Mr. Dobbins. 

Mr. Dosstns. Thank you, sir. 

(The following letter was subsequently received from Mr. Dobbins :) 


BorEING AIRPLANE Co., 
Seattle, Wash., May 15, 1959. 
Subject : Hearing before the Government Procurement Subcommittee of the Sen- 
ate Small Business Committee on April 24, 1959. 
U.S. SENATE, 
Select Committee on Small Business, 
Washington, D.C. 
(Attention of Hon. John Sparkman, chairman). 


GENTLEMEN : At the hearing held before the Subcommittee on Government Pro- 
curement of the Select Committee on Small Business Subcontracting on April 24, 
1959, at which I appeared as a witness, I stated that I did not have available cer- 
tain information which was requested but that I would try to secure it. I have 
set forth in the following-numbered paragraphs that data requested : 

1. On page 352 of the report on proceedings, I was asked to furnish the total 
dollars received in the Bomare project on a cost-plus-fixed-fee basis. 

Answer. The total dollar value of the contracts received from the Govern- 
ment to date on the Bomarc program on a cost plus fixed fee basis is $811,751,000. 

2. On page 353 of the report of proceedings, I was asked to furnish the total 
dollars of the amount reported above that went to subcontractors on a cost-plus- 
cost-plus-fixed-fee basis. 

Answer. Of the amount given in the preceding statement, we have commit- 
ted to subcontractors $295,697,000, of which $246,885,000 was committed on a 
cost-plus-fixed fee basis. 

3. On page 354 of the report of proceedings, I was asked to furnish the per- 
centage of our facilities that are Government owned. 

Answer. The percentage of our facilities that are Government owned is 61.1 
percent. 

4. On page 364 of the report of proceedings, I was asked the following question : 
“I think it would be interesting to know on just what percentage of your con- 
tracts you are receiving some form of progress payments from the Government 
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and what percentage of your subcontractors under those contracts are getting 
progress payments.” 

Answer. After reading the above question, I was uncertain as to the exact 
answer desired, but have prepared the following, trusting my interpretation 
is correct. 

The total value of all current open contracts on which we are now receiving 
cost-plus-fixed-fee periodic payments or progress payments is $3,808,265,165. 
Of this amount approximately 50 to 60 percent is subcontracted. Of the amount 
subcontracted, $795,114,947 was subcontracted on a cost-plus-fixed-fee or fixed- 
price basis and on which periodic or progress payments are, or will be, made. 
This figure will increase in the future because all of the subcontracts under cer- 
tain of the prime contracts have not as yet been placed. 

5. On page 367 of the report of the proceedings, I stated that the number of 
people employed by Boeing in all divisions was between 55,000 and 70,000. I 
wish to correct this to state that our employment as of April 1, 1959, was 94,763. 

6. On page 376 of the report of the proceedings you requested that I submit 
the dollar percentage of total work subcontracted for the past 5 years on military 
contracts. 

Answer. To answer this we have taken the figures given in our semiannual 
report on form DD1140 to the Department of Defense; these are as follows: 


Receipts from | Payments to | Percentage of 


Period ! Government | subcontractors receipts 
subcontracted 
Pe a teed sili Sse 571, 881, 000 352, 697, 000 61. 67 
a eel 1, 448, 529, 000 998, 272, 000 68. 92 


Ee pentariecnnemcansects tomes ecaseshaneetesetoces 1, 409, 550, 000 | 1, 027, 986, 000 72. 93 


1 Ist half 1956 not available. 


7. On page 377 of the report of the proceedings you requested that I submit 
the dollar percentage of total work subcontracted for the past 5 years on com- 
mercial contracts. 

Answer. I find that these statistics are not available in the same form as set 
forth in my answer to the previous question. However, for purposes of com- 
parison, on both the 707 commercial plane and its military counterpart, the 
KC-135, we subcontract 60 percent of the total product cost. 

To my knowledge, this is all of the information which I was asked to furnish. 

Very truly yours, 
F.. L. Dosstrns, Director of Materiel. 

Senator Wiiur1AMs. Our next witness is Mr. C. W. LaPierre, vice 
president and group executive of the General Electric Co. 

Mr. LaPierre, it might be that we will have to recess in the middle 
of your testimony, but we will pick it up later. I am not sure exactly 
what is going to be happening on the Senate floor. We welcome you. 
Thank you for being here, sir. 


STATEMENT OF CRAMER W. LaPIERRE, VICE PRESIDENT AND 
GROUP EXECUTIVE, ELECTRONIC, ATOMIC, AND DEFENSE SYS- 
TEMS GROUP, GENERAL ELECTRIC CO., NEW YORK, N.Y.; ACCOM- 
PANIED BY CHARLES B. ADAMS, MANAGER OF PURCHASING, AND 
SMALL BUSINESS LIAISON REPRESENTATIVE; AND HARRY 
LeVINE, JR., COUNSEL FOR THE LIGHT MILITARY ELECTRONIC 
EQUIPMENT DEPARTMENT 


Mr. LaPierre. Mr. Chairman, and members of the committee, my 
name is Cramer W. LaPierre. I am vice president and group execu- 
tive in charge of the electronic, atomic, and defense systems group of 
the General Electric Co. I am here in response to Senator Spark- 
man’s invitation to our president, Mr. Paxton. 
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General Electric is pleased to have this opportunity to present its 
views on the participation of small bisiness in subcontracting. The 
company depends upon the services and products of more than 45,000 
suppliers and subcontractors, over 85 percent of which can be classi- 
fied as small business, in conducting its defense and commercial busi- 
ness. This group of suppliers and subcontractors has been built up 
over the years as a result of working continuously with business con- 
cerns of all sizes. In many cases, it has involved assisting the sub- 
contractor to develop his special talents, which our complex, techni- 
cally advanced products require. 

I might, if I may, add at this point, that this applies to the supply 
end of the business. We are also absolutely dependent on 450,000 
dealers who market many of our products, and 7,500 independent dis- 
tributors who assist in marketing our products. 

Thus we share a common interest with this committee in methods 
by which qualified small business can participate more effectively in 
subcontracting. It goes without saying, I assume, that we also share 
a larger objective—getting the best possible defense job done. 

I suppose none of us are ever really satisfied with anything, and 
that feeling is, no doubt, an important ingredient of progress. I’m 
sure we all have strong opinions on how the national economy could 
be greatly improved. I think however, we all must keep constantly 
in mind that this country’s economy has been the world’s outstanding 
developer and producer of civilian goods of almost every description. 

Our economy is the yardstick by which all other nations, including 
Russia, unashamedly and maidicle measure and forecast their eco- 
nomic progress. With this demonstrated ability in civiilan goods 
capacity and output it must be one of the world’s puzzles to explain 
why there should be any question as to an equivalent superiority in 
our defensive equipment. 

From my 35 years’ experience in the laboratories and shops, I can 
report to you that the way we go about producing our defense equip- 
ment is entirely different than the way we go about producing our 
civilian equipment and I think this difference could very well explain 
why we have world-wide superiority in civilian goods and apprehen- 
sion in defense equpment. 

The work of this committee can be helpful in investigating these 
differences. 

I am mindful of your crowded schedule. For this reason I would 
like to make four points about the participation of all business, large 
and small, in the defense effort. Then, if time permits, I will amplify 
these in the subsequent testimony and questions. 

1. The needs of defense are changing in nature and not just in 
degree. An essential need today is for technological innovation to 
keep us out in front for the future. 

2. Large-scale enterprises can, should, and do take the big complex 
development tasks and split them down into packages that small 
companies can get their arms around. 

3. All suppliers, large and small, obtain very substantial benefits 
from large-scale industrial research such as conducted by the General 
Electric Co. 

4. Defense business appears to be a permanent part of our national 
life and economic system. If ways can be found to apply, more ef- 
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fectively, the same industrial strengths which have been so productive 
in our civilian economy, we would get much better defenses for our 
money. My personal opinion is that it might be twice as much. 

I would like to go back to my first point a moment—the problem 
of defense has changed in nature ak not just degree. In World 
War II, we had lots of planes, lots of tanks, lots of rifles, lots of 
ships. Now the whole defense of the country may hinge upon a 
single new system as complex as a nationwide electric power system. 
The difference is about like the difference between designing a small, 
isolated gasoline-driven home lighting plant and a modern electric 
power system so interrelated that if you turn on a light in this room 
a little more fuel is instantaneously fed into the boilers of a turbine 
hundreds of miles away, with no human hand intervening in the 
process. No single inventor, not even an Edison or a Steinmetz did 
this—almost the entire technical resources of a major industry were 
involved. It may seem simple now, but new technology was involved 
at every step. And this new technology is the most explosive factor 
in almost any field you may mention. Lord Nelson’s flagship was 
40 years old at the battle of Trafalgar, and it was still a first-class 
ship of the line. The Navajo missile was obsolete before it was in 
production, and expensive as this obsolescence is, it is far less costly 
to do it ourselves than to let an enemy do it. 

I will now proceed to the second point—how a company like Gen- 
eral Electric takes big and complex development tasks and splits 
them down into assignments suitable for our subcontractors. 

General Electric utilizes the resources and special talents of 45,000 
suppliers and subcontractors, more than 85 percent of which are clas- 
sified as small business. In our specialized defense operations, some 
17,000 outside firms participate, of which approximately 90 percent 
are in the small business category. About 53 cents of each dollar 
for defense purchases goes to small concerns, 38 cents directly as 
subcontractors and suppliers to General Electric, and the remainder 
as the result of what they receive of each dollar we pay to larger 
suppliers. 

e firmly believe that the accomplishment of the closest possible 
teamwork between small and large businesses, with each company 
supplying the products or services that it is best able to contribute, 
is one of the great strengths of the American industrial system. And 
this is equally applicable to our defense and civilian businesses. 

As a specific example of organizing small business in the Nation’s 
defense, I might cite one with which I was personally familiar as 
manager of General Electric’s division producing jet engines for the 
Korean crisis. More than 4,000 subcontractors and suppliers all over 
the country were placed under contract to help with the production 
of over 20,000 jet engines from 1950 to 1953. 

The experience gained by these subcontractors in producing jet 
engine parts can now be counted as an important part of the country’s 
defense potential. With the conclusion of the war, and production 
cutbacks, we ran a series of advertisements in national magazines to 
help these valuable subcontractors find new uses for their skills. No 
doubt you have seen some of these ads. I have a book full of them 
here, if you would like to see more. 

During the Korean war, over 90 percent of our defense effort was 
expended on production contracts and less than 10 percent on re- 
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search and development. Today because of the change in type of 
equipment required as already mentioned over 50 percent of General 
Electric defense work is research and development. With the large 
production contract less and less in evidence, and the rising im- 
portance of research and development, it has become progressively 
more difficult to find sufficient technical staffs in most smal] businesses. 

Senator Wiu1aMs. Mr. LaPierre, I am sorry we have to interrupt 
here. As I anticipated, we have to go over and vote at this time. 
If you would not mind, I would like to break your testimony here 
and return to it after lunch, after the luncheon recess. 

I regret it because I would like to follow all the way through with 
you without this break. I suggest we recess until 1:30. 

Mr. LaPierre. Thank you. 

(Whereupon, at 12 noon the committee recessed to reconvene at 
1:30 p.m., the same day.) 


AFTERNOON SESSION 
STATEMENT OF CRAMER W. LaPIERRE—Resumed 


Senator WiiaMs (presiding). The subcommittee will come to 
order. We will resume our hearings with the continued testimony of 
Mr. LaPierre. 

Mr. LaPierre. I will repeat the sentence. With the large produc- 
tion contract less and less in evidence, and the rising importance of 
research and development, it has become progressively more difficult 
to find sufficient technical staffs in most small businesses. 

The effect of this would normally tend to decrease the amount going 
to small business. However, we have been able to offset this trend, 
and are maintaining the share going to this important segment of our 
suppliers. 

In relation to development of the increasingly complex and large- 
scale systems required for defense, I might point out that our com- 
pany recently organized a defense systems department which will 
not have any significant manufacturing facilities. This organiza- 
tion takes on the whole complex job of getting a modern weapons 
system from invention to operational use by the military services. It 
marshals the skills of a wide variety of research, engineering, and 
manufacturing organizations, both in and outside the company, and 
pulls all the work together into an overall effective defense system. 

In order to facilitate the participation of small businesses in our 
defense subcontracting programs, we have set up, at the company’s 
headquarters in New York, an overall small business liasion service. 
Mr. Charles B. Adams is manager of purchasing of the overall com- 
pany purchasing service, and the company-designated small business 
liaison representative. It is his responsibility to counsel and advise 
the departmental representatives of General Electric on policies, pro- 
cedures, and developments relating to procurement from small busi- 
nesses. Mr. Adams is present today, and with your permission, after 
my remarks he will submit the answers to the specific questions in- 
cluded in your invitation. 

On a departmental level, we have small business liaison repre- 
sentatives in 33 plant locations producing defense products. Each 
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of these representatives is a responsible member of the departmental 
purchasing organization. He is charged with the responsibility of 
implementing the established policies and procedures with respect to 
utilization of small businesses. You may be interested to know that 
we have also established comparable small business representatives 
in 12 plant locations producing civilian products. 

General Electric is one of the initial defense contractors to volun- 
tarily report subcontracting statistics semiannually in connection with 
the defense subcontracting small business program through the DD 
1140 reports. 

We have actively participated in Government-sponsored small busi- 
ness opportunity exhibits and committees. Also we comply with the 
small Gistmie stipulations of the armed services procurement regu- 
lations and programs of the military services. 

Our interest in small business participation, however, goes much 
farther than mere compliance with governmental regulations or 
planned programs. 

On our own initiative we conduct supplier conferences to make 
known our defense requirements, we prepare pamphlets and brochures 
on selling to General Electric, we conduct value analysis clinics which 
have gained wide recognition with suppliers and the military services, 
we have spread the word on the value of small business through our 
national institutional advertising programs. I have examples of these 
programs, which, if desired, may. be entered in the record. 

What have been the results of our small business subcontracting 
program ? 

During the fiscal year 1958, the 53 cents of each subcontracted dollar 
which I mentioned before amounted to $236,910,000 to small business, 
of which $169,838,000 represented direct payments to small business 
by General Electric. 

The third point I would like to develop briefly is that all suppliers 
of General Electric obtain substantial benefits from large-scale in- 
dustrial research conducted by our company. 

Dr. Guy Suits, director of the General Electric research laboratory 
in Schenectady, N.Y., in testifying before the President’s Conference 
on Technical Research for the Benefit of Small Business 2 years 
ago, stated : 

It is an admitted fact that others do benefit from * * * (this) research. The 
sponsor, however, expects his research contribution to enable him to be first 
with new and improved products and thus to broaden his opportunity to serve 
his customers and to deserve an adequate profit. The new markets thus created 
will not be served by a single company. Typically, a new market is an oppor- 
tunity for widespread participation by industrial units large and small, giving 
full play to the specialized skills of the supplier of materials, components, 
machinery, and equipment as well as the manufacturer of the complete product 
or product line. This broadening of the market is generally of substantial 
benefit not only to the many participants but also to the entrepreneur whose 
research initiated the opportunity. 

Fortunately, science is a plentiful well; if pumped energetically, and steadily, 
it can fill the cup of the pumper, thereby enabling him to continue his efforts, 
and still yield abundant benefits for others. 

We have estimated that more than one-third of the General Electric 
aaeoreee are engaged in making new products that were not made 
before World War ITI. And a U.S. Chamber of Commerce study has 
computed that 100 new industrial job openings not only create em- 
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loyment for 100 workers but can create 74 additional service worker 
jobs in a community, 4 more retail stores, and $360,000 in retail 
sales each year. 

The benefits of this industrial research and development apply par- 
ticularly to defense. A good percentage of new weapons are generated 
this way—by proposals of totally new concepts by private industry. 

With the rapid advance of technology, so many demands are being 
created for new knowledge, talents, and skills, and there are so many 
new uses possible for the newer metals, fuels, electronic devices, etc., 
that no one company can hope to become the best in everything. 

Therefore, there are hundreds of new firms, many of them started 
by young engineers and scientists, springing up to meet these special- 
ized needs. In speaking to General Electric shareowners day before 
yesterday at our annual meeting, Mr. Paxton, our president, stated : 

Some 45,000 suppliers look to us for the commercial and defense business that 
helps them meet their own payrolls. These suppliers are, in general, much 
smaller and more specialized businesses than we are. They can do some things 
better than we can do them in General Electric, which makes it necessary for us to 
buy from them rather than do the work internally. The reason is that these 
suppliers are available to our competitors, and if we do not use this source of 
extra value for our customers, our competitors who do use them will have a 
telling advantage over us. 

If I have departed slightly from the specific objective of this com- 
mittee in my last few remarks, it was in a sincere effort to draw an 
accurate picture of what is involved in the work of technological 
innovation upon which the future economic growth and security of 
the country depend, as a basis for more effective participation by 
small businesses in the process. 

My fourth point relates to your questions on Senate bill S. 500, 
and to ways of applying to our defense program the industrial 
strengths of our private enterprise system, which have been so pre- 
eminent in the production of civilian goods. 

I have been urging for some time that defense procurement be put 
on a more businesslike basis by both industry and the Government— 
to reflect the changing needs and to recognize that defense business 
appears to be a permanent part of our national life and economic 
system. I am in sympathy with the objectives which have been so 
ably stated by Senator Saltonstall. Against this background I will 
now discuss the issues regarding S. 500 which were presented with 
your invitation. 

First, on the matter of establishing competitive negotiation as 
an alternative to advertised procurement, I believe that formal ad- 
vertising should certainly continue to be used wherever practicable, 
but I do not see any alternative to negotiation for the development 
of the absolutely necessary new complex defense systems, some of 
which may not even have ie invented when a contract is awarded. 

Only standard items can be purchased on advertised bid, and a 
future war could not possibly won with standard items alone. 
Competitive negotiation is the only way I know to get the defense 
job done. 

Second, I believe that broad performance specifications is the only 
effective way of purchasing the highly technical modern defense 
equipment. In many instances, use of detailed specifications has de- 
layed delivery, resulted in a more expensive product, and in a product 
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which was not as technically advanced as the one a competent con- 
tractor would have produced if allowed to produce to performance 
specifications. : 

Third, as to the provision which states that the agency head may 
limit certain subcontracts to competition between small business: 
These tremendous systems are not easy to build, and any dictation 
of how it is to be done and who is going to be used, will detract from 
the flexibility that a fast-moving technology requires and may leave 
the contractor unable to fulfill his contract regardless of his intentions. 
The accumulation of safeguards frequently results in the defeat of 
the purpose they were created to serve. -A prime contractor may be 
in a better position to carry out the intent that a fair share of defense 
business be placed with small business, if he is not saddled with an 
inflexible policy. 

As to issue four, involving operational systems, I am definitely in 
favor of procuring complete defense systems from a single prime 
contractor who will have overall responsibility for the design, devel- 
opment and production of the system. In saying this it should be 
known that General Electric is more often a supplier of major com- 
ponents than we are a prime contractor of systems. 

I am not sure that the language in some places in the bill accurately 
represents the new conditions and facts of life. From an engineering 
point of view it seems to me that it does not fully recognize the team 
concept currently in wide use. For example, Gen. William Thurman 
of the Air Force has said (and I quote) : 

Proposals for future design, development, and production of weapons systems 
and major subsystems will increasingly require proposals from system manager 
and subcontractor combinations of two or more companies representing the 
airframe, propulsion, electronics, and other allied industries. 

No company has a predominant share of the world’s rapidly ac- 
cumulating scientific and technical know-how. In order to submit 
the best possible proposal, any company must enlist the assistance of 
other organizations whose scientists and engineers and facilities con- 
tribute toward the best possible overall systems concept. After obtain- 
ing the award, the prime contractor might find himself in the position 
of having enlisted in advance the support of the other contractors, 
some of which might be small businesses, and then find that he may 
be forced to prohibit such inventor-contributors from getting the 
benefits of their creations. 

I believe that bill S. 500 will not decrease the amount of defense 
work now going to small business. 

Finally, as to point 5, the exemption of certain types of contracts 
from statutory renegotiation: I think this is a step in making our 
defense procurement more like our civilian procurement, and any step 
like that is a marked improvement. 

With respect to the general objectives of this committee, it seems 
to me that the civilian practice teaches us a solution. If you want 
to get more defense business subcontracted to small business, you 
should set up sufficient incentives to get the prime contractors to take 
the extra work and the extra risks to their reputation that extensive 
subcontracting involves. The present tendency is to penalize extensive 
subcontracting. 

In conclusion, I would like to make it plain that though I have 
been outspoken here and elsewhere about steps which I felt would 
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result in the more effective utilization of industry in the Nation’s 
defense, I am not pessimistic or at all discouraged about our current 
defense efforts throughout industry. I do feel, however, that our 
civilian goods procurement system is the best that has been demon- 
strated on this earth to date and we could do our defense work far 
more effectively if we emulated that system. 

Now we have submitted our replies to your questions and Mr. 
Adams will be glad to read it, if you would care to have it. 

Senator WituiaMs. That is exhibit 1? 

Mr. LaPierre. Exhibit 1, yes, sir. 

Senator WiiuiAMs. I think probably it would be better just to 


include it in the record at this point rather than to go through that 
item by item. 


(The document referred to is as follows :) 


2XHIBIT I 


RESPONSE OF GENERAL ELECTRIC TO QUESTIONNAIRE ACCOMPANYING SENATOR 
SPARKMAN’S LETTER OF MARCH 27, 1959, ON BEHALF OF THE GOVERNMENT PRO- 


CUREMENT SUBCOMMITTEE OF THE SENATE SELECT COMMITTEE ON SMALL BUSINESS 


1. During the latest accounting period for which statistics are available, 
preferably fiscal year 1958, what were your total receipts from Government 
defense contracts? 

Government fiscal year 1958: $1,006,869,000. 

What was your on-contract status on December 31, 1958? 

General Electric does not accumulate exact figures on unfilled defense orders, 
but an estimate at the end of 1958 is $1,200 million. 

2. Of those receipts, what total dollar amount was subcontracted to other 
companies? 

$463,622,000, or 46 percent of total defense receipts of fiscal year 1958. 

Of this amount, what percent is, or is intended to be, subcontracted? 

It is expected that approximately the same percentage—46 percent—will apply 
to the on-contract status amount. 


3. What was the total dollar amount subcontracted with the attached list of 
20 companies? 


$19,171,000 in fiscal year 1958, or 6.5 percent of the total amount subcontracted 
to large business concerns. 


4. What was the total dollar amount subcontracted with small business (gen- 
erally those companies having less than 500 employees) ? 

Fiscal year 1958: $236,910,000 which included $169,838,000 in direct payments 
by General Electric, augmented by $67,072,000 in payments from its large 
suppliers in the first, second and third tiers. 

To what extent does this amount reflect purchases having only an indirect 
relationship to performance of the contract? 

Records are not kept in a manner to answer this question precisely. Small 
business liaison representatives at our defense plants estimate the amount at 
12 to 13 percent of total. 

5. What steps have the various procuring agencies of Government requested 
you to take wth respect to subcontracting with small business? 

Of course all procuring agencies of the Government in the defense area include 
in their contracts the required clauses of the armed services procurement regula- 
tions stipulating the use of small business to the maximum extent possible and 
the special business status in distresed labor areas. General Electric adheres to 
these clauses and passes them on in its orders to suppliers. 

In some of our larger projects, such as work on the Air Force ballistic missile 
program, the procuring agents require special reports detailing subcontracts 
segregated between large and small businesses. 

Contracting officers of all the services continually stress the utilization of small 
business, review our purchasing instructions to accomplish this, and in certain 
instances approve proposed subcontracts. In addition, we are visited periodically 
by representatives of the Small Business Administration to promote the use of the 
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program. They have indicated general satisfaction with our interest and the 
high percentage of dollars which have been subcontracted. 

6. To what extent has your subcontracting program with small business been 
a consideration in contract negotiations? 

We believe that military contract negotiators give due regard to our sub- 
contracting program with small business as one of the many factors influencing 
contract awards. 

7. Do you have an active program for the promotion of small business partici- 
pation in your subcontracts? If so, what function does it perform? 

General Electric maintains an active program for the promotion of small busi- 
ness participation in its subcontracts. Among other things, we— 

(1) Prepare department small business policy for inclusion in the Pro- 
curement manual, which is approved by the applicable contracting officer. 

(2) Develop and distribute information to small business companies, 
and their representatives in the form of brochures which assist them in 
having a better understanding of procurement methods used by General 
Electric and its customers. 

(3) Conduct facility surveys to determine feasibility of buying from small 
business concerns who are otherwise competitive on an evaluated basis. 

(4) Work with other purchasing personnel to develop awareness of ASP 
regulations particularly as they pertain to small business. 

(5) Participate in exhibits held by the military and regional SBA offices 
for the express benefit of small business concerns. 

(6) Conduct company-sponsored conferences and value analysis seminars 
in which small business specialty concerns have an opportunity to learn 
of our purchased parts requirements, and to indicate their interest in work- 
ing on specific components. 

‘ (7) Counsel and direct suppliers seeking consideration of their prod- 
ucts and facilities. These potential sources come to our attention by letter, 
by personal visit, and by direction of Small Business Administration regional 
office. 

(8) Maintain membership on industry association committees and study 
groups sponsored by small business associations, for the purpose of deter- 
mining means for improving the relationship between large and small busi- 
ness, and to develop a better understanding of the problems confronting 
both groups. 

(9) Aid and assist vendors in such areas as accounting procedures, pro- 
duction control, quality control, and technological problems to help them 
during the period prior to order placement and continuing throughout the 
life of the subcontract. 

Has this program increased the share of subcontracts awarded to small 
business? 

This program has increased the share of subcontracts to small business, 
evidenced by the fact that the percentage of defense subcontracts given to small 
business, as reported on DD-1140, has increased in each semiannual report, except 
the one covering the first 6 months of 1958. This reduction was caused by, 
(1) the stretchout of the J-79 engine program; (2) the changeover period from 
prototype to production of the small aircraft engine; and, (3) the reduction in 
lead time of practically all basic materials, thus allowing us to use inventory 
previously accumulated. Recovery from this decline has already been reflected 
in the report covering the final 6 months of 1958, and is expected to continue 
in future reports. 

During the past several years our defense business has been undergoing a 
radical change from predominately hardware production to large complex re- 
search and development projects, many of which are not susceptible to small 
business participation. The effect of this would normally tend to decrease the 
amount spent with small business. However, we have been able to offset this 
trend and are increasing the share going to this important segment of our 
suppliers. 

8. Do you have, in your company, a small business liaison man? If so, what 
are his functions? Does he have authority in the make-or-buy decision? 

We have a corporate small business liaison representative with overall 
responsibility for counseling and advising the departmental men on policies, 
procedures, and new developments relating to procurement from small busi- 
ness. In addition he serves on industry committees and small business asso- 
ciations on behalf of the company. 
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We also have small business liaison men located in 33 plants producing defense 
products and 12 plants producing commercial products. They are charged 
with the responsibility of implementing the established policies and procedures, 
with respect to the small business program. 

The small business liaison man at the plant level does not have the sole 
authority in the make-or-buy decision, but participates as a member of the team 
that reviews proposed procurements at which time the decision is made. Itisa 
responsibility of this representative to insure that small business is fairly con- 
sidered in the steps leading to the selection of the supplier. 

9. To what extent does small business policy affect your make-or-buy decision? 

General Electric small business policy is one of several factors that affect our 
make-or-buy decision. Other factors include evaluation of manufacturing and 
engineering considerations of our own operations, and above all, the needs of 
our customer, expressed in terms of delivery requirements, cost, qaulity, facility 
requirements, and overall effectiveness in the program. 

Small business is given its proper recognition among the other considerations. 
It is not given unwarranted preference at the expense or to the detriment of the 
overriding need for economical and efficient development and production of the 
Nation’s defense requirements. 

10. To what extent does such policy affect your decisions as to the companies 
with which you shall subcontract? 

As in the case of the make-or-buy decision, General Electric’s small business 
policy is one factor reflecting in the decision on which company we will sub- 
contract. However, consideration must be given to all factors pertinent to the 
buying decision, such as price, delivery, quality, service, facilities, technology, 
and general industrial competence. 

Increased emphasis is being placed on the practice of placing subcontracts 
with the large firms who are known to have an active small business program. 
In this manner, it is believed that a conscientious effort will be made by our 
large subcontractors to place an equitable share of the contract with small 
business. 

11. What are the mechanics by which you choose your subcontractors: 

(a) Do you have a bidder’s list for most items? 

An active list of potential sources of supply is maintained in each purchasing 
office in General Electric Co. 

(b) To what extent do you have price competition? 

Price competition is used wherever feasible. Quotations are obtained from 
several sources and every effort is made to develop competitive sources for each 
component of reasonable value. However, when items are in the research and 
development stage, one source may be chosen and developed on the basis of 
negotiated price. 

(c) Do you have a rotation of your bidder’s lists, so that all interested small 
firms have an opportunity to compete at regular intervals? 

Bidders’ lists are rotated to the maximum extent possible. We try to see 
everyone who believes he will have a product or facility we can use, and further 
endeavor to give him every opportunity to become a valued supplier. 

Interested small firms, however, are not always capable of producing many 
of the items that we buy, since a large portion have a high degree of technical 
content and extremely close quality tolerances. There will be occasions when 
an interested small firm sincerely believes it has the capabilities and the facili- 
ties required to meet the requirements, only to find this belief is not shared by 
the buying company which has checked its capabilities. The buying company 
has the responsibility and accountability for the end product. It must have 
the authority to determine its sources of supply. 

The General Electric Co. continues in its endeavor to establish and develop 
new additional sources. When a parts manufacturer desires to become a sup- 
plier of General Electric, we will request quotations from him. In the event he 
is competitive pricewise, a team of qualified. specialists reviews his facilities. 
This facilities team usually consists of a manufacturing technician, an engineer, 
a quality control specialist, and a purchasing representative. Upon approval 
of the facilities of the interested supplier, he is included on the bidder’s list as 
a qualified supplier. General Electric is constantly adding to and deleting from 
its active bidders’ list. This is evidenced by the fact that in our overall busi- 
ness we used 31,500 suppliers in 1951, and the supplier list has grown in number 

to 45,000 in 1958, of which nearly 40,000 are small business concerns. 

(d) Give examples of the extent to which your subcontractors have changed 
for the same or similar items during the recent past. 
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1. Radomes for the Atlas Ground Guidance System were initially purchased 
from Goodyear Aircraft Corp. Subsequent purchases of same items were made 
from Riverside Plastics Co. (small business). 

2. Checkout and test equipment for Mod. I and II used on the Atlas Guidance 
System were purchased from Stromberg-Carlson. Similar equipment for Mod. 
III was purchased from the National Co. (small business). 

3. Converters for radar trackers were originally purchased from Norden-Ketay 
Corp. Later orders for this item were placed with Wayne-George Corp. (small 
business). 

4. On the POLARIS program, certain components required the development of 
additional approved suppliers to furnish substantial portions of our requirements. 
The components may not be further identified, for security reasons but two 
examples are— 

(a) Original souree—General Electric Co., Syracuse, N.Y.; additional source— 
Industro Transistor Corp. (small business). 

(6) Original source—CBS Hytron Corp.; additional sources—Transistron 
Corp. (small business) and Radio Receiver Corp. (small business). 

5. Pulse transformer on APS-81 program was originally purchased from Gen- 
eral Electric Co., Holyoke, Mass. A second approved source was developed and 
orders were placed with Pulse Engineering Co. (small business). 

6. Pump and motor assemblies used on ASR-3 program were originally pur- 
chased from Lear-Romec Corp. A second source was developed and orders were 
placed with Great Lakes Industries (small business). 

7. Our aircraft engine department reports the following examples of changes 
in sources of supply. In each case the new supplier is a small business, and 
in some of these instances the original supplier was also a small business. 

(a) Duct—changed from Precise Metal Products, Inc., to Otto Onigslaw Manu- 
facturing Co. 

(b) Flange—from Delta Industries to Bowden Manufacturing Corp. 

(c) Ring—from Columbus Engineering to Mifflin Machine Works. 

(d) Connector—from Arwood Precise Castings Corp. to Apex Tool and Machine 
Corp. 

(e) Support—from Solon Aircraft Co. to Meco, Inc. 

(f) Shroud—from L&E Engineering Co. to Tube Processing, Inc. 

(9g) Cap assembly—from Globe Aviation Supply Co. to Linair Aviation Supply 
Co. 

(h) Lever arm—from Universal Machine Co. to Van Dusen & Meyers, Inc. 

(i) Ball pistons—from Industrial Techtonics Co. to Coolidge Ball Co. 

(7) Liners—from Berkshire Manufacturing Co. and Arthur Crafts to West- 
field Gauge Co. 

(k) Alternator pump—from Sundstrand Manufacturing Co. to Nichols Manu- 
facturing Co. 

(1) Two-way Solenoid—from Futurecraft Manufacturing Co. to Electrol Co. 

The above-mentioned examples are representative of a very active and con- 
tinuing program, searching for new sources of supply for the General Electric Co. 

(e) To the best of your knowledge, how many companies are capable of 
producing or assisting in the developing of the items mentioned in (a) through 
(d)? 

It is practically impossible to state a number in answering this question. 
Probably any manufacturing company in the United States (or the world) is 
capable of producing some part used in General Electric, and any engineering 
concern is capable of assisting in developing some part. However, the primary 
problem is to find the best company available to do this work. Overall industrial 
competence, including ingenuity, technical proficiency, high quality, price leader- 
ship and general business acumen is required in addition to the physical capabil- 
ity of producing. Unfortunately all companies do not have these characteristics 
and thereby do not qualify as satisfactory suppliers. 

There would be very few cases where more than four or five companies would 
have all the capabilities required to produce, or assist in the development of 
the items needed in meeting the requirements imposed on us by our customer. 
In addition, many items have a high tooling content. When a supplier has been 
decided on, and tools furnished to make the item, it is impractical to shift to 
another supplier for the sole purpose of rotating. 

However, new parts are being developed regularly, and the subsequent develop- 
ment of new sources to make these parts is a continuing process. 
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(f) Are specifications and other data made available on an equal basis to 

all concerns which indicate a desire to participate in your subcontracting 
am ? 

hen a company has been approved on a capability basis by our facilities 

team (see 11(c)) he is given an equal opportunity for consideration of future 

orders. F : 

With each request for quotation, we forward all data, including specifications, 
that are required by the bidder to furnish an accurate quotation. ; 

It is not always possible to request quotations of all concerns that indicate 
a desire to bid, since some do not fully meet the security and/or facilities 
requirements. Nevertheless, we try to assist the desirous concern in obtaining 
suitable certification to every reasonable extent, and will continue to work with 
that concern until such time as we find that the “desire” is not backed up by 
suitable competence. We reiterate that it is the policy of General Electric Co. to 
do business with every concern that can qualify within the framework heretofore 
outlined. 

(g) Are your requirements formulated and made public in sufficient time to 
allow adequate bid-time? 

None of our purchased requirements are obtained by the sealed bid method, 
through publicly advertised bids. Requests for quotations are sent out to a 
qualified group of potential suppliers, with a specified date for proposals. No 
supplier that returns his bid to us within a reasonable time has been rejected 
due to a late bid. A “reasonable time” is that period required by the majority 
of bidders who submit quotations. Several follow-ups are usually made and 
any quotation received prior to issuance of the purchase commitment is eon- 
sidered. We allow as much time as possible within the limits imposed on us 
by our customers. 

12. In your experience, to what extent has lack of security clearance ham- 
pered small concerns interested in participating in your subcontracting 

rogram? 

. Lack of security clearance has not been a significant factor precluding par 
ticipation of small business concerns in our subcontracting program. Most 
potential subcontractors as of today have proper clearance. If not, we assist 
them in their applications. We do find some cases, however, where small busi- 
ness concerns are unwilling to undergo the expense of modifying their facility 
in order to establish clearance in accordance with the Department of Defense 
instructions. In such cases we have no alternative. 

13. Have you acquired any small business during the past 24 months? 

General Electric Co. has not purchased any manufacturing business during 
the past 24 months. 

Were any of these your former suppliers? 

No. 

14. What recommendations do you have for the improvement of participation 
by smaller companies in defense subcontracting? 

General Electric Co. believes that the policy of the Congress in respect to 
small business is adequately expressed to industry under the present laws and 
by the provision in the ASPR’s. General Electric Co. is fully in accord with 
this policy and believes it is effectively carrying out the intent and the spirit 
of the policy. Furthermore, its larger suppliers in most cases are willingly 
and actively assisting in carrying out the policy. Additional mandatory re 
quirements appear unnecessary and might impose additional administrative 
costs, defeating in some measure the important goal of more national defense 
per dollar. 

Participation of small business in defense contracts can and will be im- 
proved. To accomplish this improvement we recommend more effective im- 
plementation of the policy and regulations (a) by improving the effectiveness 
of the Small Business Administration in counseling and advising small business 
in the many supplemental requirements of defense production; (0b) by small 
business themselves taking a more constructive interest in defense sub- 
contracts—and acquainting themselves with the administrative requirements 
(not ordinarily found in day-to-day business dealings) of the technical specifi- 
cations and exacting tolerances usually required on Government production, 
of the importance of timely delivery and of the continuous and underlying 
need for improvements in design which will reduce cost, improve quality aud 
effectiveness, and provide improved maintenance and accessibility; and (c) 
by the larger defense contractors widening and improving their efforts to reach 
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and utilize small business, to assist small business in meeting the unusual 
technical and quality requirements generally inherent in defense production, 
and by evidencing a continuous and genuine interest in the success of small 
business by affording them fair chances to obtain orders, assistance in the per- 
formance of subcontracts and by an understanding and helpful approach to 
the problems that may be encountered. 

By the willing and active efforts of all concerned there can be secured the 
effective teamwork between the Government and all segments of industry that 
provides the necessary defense products to insure national security. 

Senator Witt1ams. Do you want Mr. Adams to come up here? 
If there are any specific questions. 

. LaPierre. We can call on him if some come up. He is here 
if some questions come up that you might like to ask him. 

Senator Witu1aMs. I would like to look at the pamphlets that you 
describe in your testimony. 

Mr. McInarnay has some questions. 

Mr. LaPierre. Fine, sir. 

Senator Wiu1ams. Mr. Adams, will you give your full name for 
the record, please, sir? 

Mr. Apams. Charles B. Adams. 

Senator Witu1aMs. Proceed. 

Mr. McInarnay. What is the General Electric basic position on 
whether it is going to make a product or buy it? But let me ask 
you this first: Is it your basic position to do that which can be ac- 
complished more economically for General Electric? 

r. LaPierre. Well 

Mr. McInarnay (continuing). In keeping with the spirit of per- 
formance of the contracts ? 

Mr. LaPmrre. I think for defense work—and I suppose for ci- 
vilian work too—I think the performance is first, absolutely para- 
mount. I don’t believe it can be any other way because in the long 
run if it does not perform, it isn’t worth anything. So, I think that 
is your first consideration. 

ach of our defense departments evolve a list of criteria which 
they use to determine what factors are considered. They can always 
include the performance factor. And cost is one factor, but I think 
in some of the examples I have seen recently cost might be item 4 
on the list, perhaps. Available facilities, available skills, and all of 
that would come into the picture. 

Mr. McInarnay. Mr. Adams, you are the chief small business 
officer for General Electric? 

Mr. Apams. That is right. 

Mr. McInarnay. This isa part-time job? 

Mr. Apams. That is right. 

Mr. McInarnay. It is not your principal job. 

Mr. Apams. No, sir. 

Mr. MolInarnay. Is there within General Electric a man who 
devotes his full time to the problems of the small firms. 

Mr. Apams. No, sir. 

Mr. LaPrerre. You mean overall? Because in the department I 
think, there are. 

Mr. Apvams. In the departments we have the small business men 
and some of the departments have, depending on the degree of the 
requirement, a smal] business representative who spends full time 
on the work. 
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Mr. McInarnay. That is one of your employees. 

Mr. Apams. That is correct. 

Mr. McInarnay. I am going to jump around if you don’t mind. 

In your comments on S. 500 you seemed to be in agreement with 
the idea of competitive negotiation. 

Mr. LaPierre. Absolutely. I think it is the only way you can get 
competency. I think it is absolutely vital to the defense. 

Mr. Mcinarnay. You are saying that on many complex defense 
items today the low bid cannot be the sole basis. 

Mr. LaPierre. That is right. 

Mr. McInarnay. So that other factors must be borne in mind. 

Mr. LaPierre. I should explain again the systems are not usually 
completely invented at the time the contract is first let. 

So you are buying a hoped-for result. 

Mr. McInarnay. So that a certain amount of negotiation is 
necessary ? 

Mr. LaPierre. Yes. 

Mr. McInarnay. Does this necessarily include to any great degree 
the competitive aspect ? 

Mr. LaPrerre. I can think of no more competitive situation than 
we have had on these large defense system proposals. Many times 
six or eight companies are bidding, each one having a team of asso- 
ciates, and each one of whom spends a lot of money, hundreds of 
thousands of dollars, even upwards of a million or more, in preparing 
their proposal. 

I can assure you that then it is extremely competitive. 

Mr. McInarnay. I was leading up to the question of whether you 
felt that S. 500, in requiring competition only from a minimum of 
two sources, would be satisfactory. 

Mr. LaPierre. To take extreme cases, I think even two companies 
would 

Mr. McInarnay. This is an extreme case, isn’t it? 

Mr. LaPrerre (continuing). Even two companies would produce 
gross inequities. Let me explain what I am talking about there, it 
is not at all unusual for a company to bring to the Defense Depart- 
ment an entirely new weapons system concept and to get another man 
into the picture, another company into the picture at that stage; the 
only way to do it is to hand over this concept to the competitor. 

Mr. McInarnay. Of course, in that situation does it not seem 
reasonable that you don’t have to resort to competitive negotiations ? 

Mr. LaPierre. That is true, but this happens enough. I think it 

is not—I am no lawyer, I might add, so these bills may cover more 
things than I realize—but under the present negotiation this is always 
a special negotiation, competitive negotiation, which is a special situ- 
ation which requires a lot of extra approvals and the like. As a 
matter of fact, our defense technology today requires competitive 
negotiation to be the standard procedure for our advanced weapons 
system. 
"Mr. McInarnay. In many cases, the larger companies can out- 
shine the smaller ones, such as when a large production run is in- 
volved? Is that correct? However, of the many items being devel- 
oped today, you find that, often, relatively few are required. Don’t 
you feel that for such items, the large companies are often hard 
pressed to compete with the smaller firms ? 
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Mr. LaPierre. I am not sure that I understand that question. 

Mr. McInarnay. What I am getting at is this, on many items the 
Defense Department buys today, there are just a few items bought; 
is that true? 

Mr. LaPierre. That is right. 

Mr. Apams. Yes. 

Mr. McInarnay. I will put it another way, don’t you feel that 
smaller firms might well vie very strongly with you for that sort of 
business ? 

Mr. LaPrerre. I don’t accept that the way it is stated at all. 

These very few things are very complex. I think the small firm 
just can’t do the complex, particularly when you talk small business 
of less than 500 people where some of those jobs, just to analyze the 
a require 500 or more engineers. Those are major defense 
things, which I am very concerned with, because for the lack of one 
of these major defense systems that may be a real problem in the case 
of an emergency. 

And these very major offense systems I think have to be done by 
large organizations. 

When it comes to subcontracting, when there are small numbers 
of units involved, I think the subcontratctor, particularly the small 
business one, has a very favorable status. 

Mr. McIwarnay. On page 5 dealing with question 7 of your an- 
swers to the questions we asked, you make some comment about your 
recent work, that it has been in the field of highly complex research 
and development. Is that true? 

Mr. LaPierre. That’s right. 

Mr. McInarnay. And I think you mention that many of these 
small businesses cannot. 

Mr. LaPierre. That is at the bottom of page 5? 

Mr. McInarnay. Yes—“many of which are not susceptible to small 
business participation.” 

Mr. LaPierre. I said “It has become progressively more difficult to 
find sufficient technical staffs in most small businesses.” 

Mr. McInarnay. Are you speaking from your statement ? 

Mr. LaPrerre. Iam sorry. 

Mr. McInarnay. This is as to the questions, the bottom of 5 and 
top of 6. 

Mr. LaPierre. Yes. 

Mr. McInarnay. I would like to get back in a moment to the part 
that you just quoted. 

Mr. LaPierre. That is right. That is right. This applies to the 
technical—the highly technical activities that are required in these 
large, complex research and development projects. 

Mr. Mcinarnay. Well, now, I have a few of your recent R. & D. 
programs, major programs here and I don’t know whether these are 
outside the scope of the ones you mentioned that small businesses 
cannot participate in. 

But I think you have the AICBM study, frequency diversity radar 
program, bomber defense program, airborne countermeasures pro- 
gram, and Sidewinder missiles. ‘These are five I assume rather major 
projects. 
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If small business is not participating in these programs, then I think 
that, based on the information we have been furnished, we can chal- 
lenge that statement. 

Mr. LaPierre. I think so far as those programs concern small busi- 
ness, by and large it did participate. 

Some are still in the study phase and there is no amount of work 
that has been passed out. I am not sure of that but I think none was 
passed out. But, by and large, small business did participate in those. 

Mr. McInarnay. Many of these are R. & D. contracts? 

Mr. LaPierre. Even in R. & D. we have substantially—well, as I 
said, a few years ago 90 percent of our work was production contracts. 
And now over 50 percent is R. & D. 

Mr. McInarnay. Is it not your policy to claim proprietary rights 
on R. & D.? 

Mr. LaPierre. I would like to discuss that at some time. 

Mr. McInarnay. As of now you just don’t do it as a policy, I mean. 

Mr. LaPierre. We don’t insist on proprietary rights. 

Senator WituiaMs. Are you referring to a subcontractor who does 
some R. & D. for you? 

Mr. LaPierre. We are claiming the work we do ourselves. 

Senator WiLiiaMs. Your own work ? 

Mr. LaPierre. We do try to recognize to the maximum as possible 
the proprietary rights of the subeontractor. We consider that they 
are a very important matter. 

Senator Wi11ams. When you say you don’t claim proprietary 
rights, it seems a little technical. 

Mr. LaPrerre. We argue pretty seriously on that point but I 
would not say we refuse to negotiate a contract because of some 
proprietary question. 

Mr. McInarnay. I was just referring to your suggestion that if 
they are not justified, perhaps they don’t occur again or are corrected. 

In one of these programs I mentioned, we had an example of a 
smaller firm, a subcontractor, which requested from the Air Force the 
results of your study and was told that it was proprietary with 
General Electric. Whether they pursued it with you, I don’t know. I 
think they did. I will tell you this in case you might want to look 
into it. It was the AICBM study. 

Mr. LaPrerre. Let us understand each other here. We do not 
feel any obligation to, shall we say, answer all requests for full in- 
formation on any of our work. In fact, this would put an undue 
burden on the company. 

I think there are many of these jobs, however, that we put our own 
money in, in the early propositional stage, for instance. Those we 
do have very definitely insist on our proprietary rights. So I would 
have to know the specific example you have in mind. 

Mr. McInarnay. You don’t know offhand whether you developed 
with your own money prior to this idea on the AICBM. 

Mr. LaPierre. I would not know about that. I think the thing is 
quite likely that some of our own technology was involved. 

Mr. McInarnay. If you agree, however, to make, to continue this 
a ant R. & D. program, aren’t you relinquishing some of your 
rights ¢ 
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Mr. LaPierre. We relinquished our rights on the items which are 
developed later under the contract. 

Mr. McInarnay. And if you justify your programs, doesn’t that 
in some way compensate you for what is done before 

Mr. LaPierre. No, no, definitely not. Actually, we don’t subscribe 
to that at all. That gets into the question of background patents and 
all, and we could not possibly accept that thesis. 

Mr. McInarnay. You made a statement on page 13 that the present 
tendency is to penalize extensive subcontracting. Are you speaking 
of the present renegotiation policy ¢ 

Mr. LaPrerre. Both renegotiation and contract negotiation 
policy—price determination. I don’t think I have ever sat in on a 
negotiation—that I have sat on any recently where this matter of the 
expense of the subcontracting was not mentioned as the reason for 
reducing our fee. 

Mr. McInarnay. Have you ever found that the people in Govern- 
ment, contracting personnel, want to deal with you when you get the 
contract, rather than encourage subcontracts ? 

Mr. LaPierre. On the contrary, they, by and large, are always 
after us to subcontract more and more. But, on the one hand this is 
going on, and on the other hand they penalize us for doing it. 

‘Mr. McInarnay. On page 11 in the middle of that page, you talk 
about “how it is to be done and who is going to be used,” in reference 
to limiting certain contracts with small firms. You say any dictation 
will detract from the flexibility. Won’t you agree that this is 
already being done? 

Mr. LaPierre. Yes. That is why I estimated that our defense was 
costing, one of the things why our defense was costing us about twice 
as much as it should. 

Mr. McInarnay. Is that how you explain it? 

Mr. LaPierre. That is one of the many factors. 

Mr. McInarnay. I wonder if we can have for the record the con- 
text ee of which Mr. Paxton’s remarks were made on the bottom of 

age 9% 

T Mr. LaPrmerre. We will be very glad to submit that. 

(The information referred to retained in committee files :) 

Mr. McInarnay. At the bottom of page 5 you say that “it has 
become progressively more difficult to find sufficient technical staffs 
in most small businesses.” 

Here is last Sunday’s newspaper want ad section, and I suspect 
that of the want ads for employees, both the male and female, more 
than half of this paper is devoted to a listing of personnel wanted 
for the large companies. This has seemed to make it appear that not 
only are you having difficulty in finding small businesses with proper 
technical staff but the large companies themselves are finding it diffi- 
cult. Is that right? 

Mr. LaPrerre. This is true, but I was not referring to the matter 
of the numbers of people so much as the variety of skills that would 
be needed to tackle a specific problem. 

Mr. McIwnarnay. One witness brought out the fact, that, if a 
small business once reduces its size to where it loses its integrity as a 
working unit and its employees are dispersed, it is almost impossible 
to put that working unit back together again. In other words, you 
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don’t get the same amount of efficiency by bringing new personnel 
into one of the large plants or anywhere else. 

So, does it not seem than an effort should be made to make maximum 
use of the fully integrated technical staff of the small firms? 

Mr. LaPierre. Well, the integrated, fully integrated staff of a small 
business firm, less than 500 employees, is a fairly inflexible thing, by 
and large, unless they find some specific, long-range production item 
that they can keep working on and the next project that comes along 

may require a quite different make up of its technical staff. 

So, while they have been set up to do one job, the next one that comes 
along might require quite a different one. The result is that in the 
larger companies you will find a tremendous shifting back of a set 
of new teams to do the new job. 

In the small business, of course, they have their team and that is it. 
This makes it very inflexible. 

Mr. McInarnay. How much of your work with the Government 
ison CPFF basis? 

Mr. LaPrerre. Right now about 50 percent. Probably a little over. 

Senator WixtraMs. I will be back ina moment. 

Mr. McInarnay. Fifty percent of your contracts with the Govern- 
ment are CPFF ?¢ 

Mr. LaPierre. Approximately now; yes. 

Mr. McInarnay. Approximately what percent of the subcontracts 
that you let out are CPFF ? 

Mr. LaPierre. I am afraid I can’t tell you that. I would assume 
they were about the same. Do you know the answer to that? 

Mr. Apams. They are at a very low minimum. I do not know the 
exact figures, but most of our work that we let out is broken down 
into the component size, where the thing will be placed outside, is at 
a point where it can be set on a fixed-price basis. 

We endeavor to place business, place our purchase business that way. 
There are aedeuk certain items that are still undeveloped that must 
move forward that probably are handled on a CPFF basis. I don’t 
know the exact amount. 

Mr. McInarnay. You said 50 percent was CPFF—what is the 
other ? 

Mr. LaPrerre. Some fixed price, some price redetermination. 

Mr. McInarnay. What percent would you say are not either price- 
redeterminable or CPFF ? 

Mr. LaPierre. I would say that is 5 percent, perhaps. Certainly 
less than 10. 

Mr. McInarnay. When you break it down, there is a great deal 
of similarity between the CPFF and price redeterminable as far as 
your being able to recover unexpected costs in production is con- 
cerned. 

Mr. LaPierre. Not later in the program. The redetermination 
feature takes care of the research and development end of it all right, 
but then, if something happens later in the program, that does not 
protect you. 


Mr. McInarnay. Does that mean that you can only redetermine 
the thing once ? 

Mr. LaPierre. On most contracts, most specific contracts. But of 
course, most large production items are continued over a number of 
years—there are a number of contracts involved. 
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Mr. McInarnay. But the point is that both in CPFF and price 
redeterminable contracts a certain amount of the unexpected cost in 
development and/or production are recovered. 

Mr. LaPierre. A certain amount because of changes in the design, 
that is true. 

Mr. McInarnay. 95 percent of your contracts are either CPFF or 
price redeterminable ? 

Mr. LaPierre. That is right. 

Mr. McInarnay. How many of your subcontracts are one of those 
two? 

Mr. LaPierre. Can you answer that? You mean all subcontracts? 

Mr. McInarnay. Roughly, yes. 

Mr. LaPrerre.. I would say in dollars a great part of them are the 
same as we have with the prime. 

Mr. McInarnay. In dollars? This might mean that one 

Mr. LaPierre. That is correct. 

Mr. Apams. Those are the ones that are primarily affected. Those 
that are smaller in nature are much more easily set as a fixed-price 
contract. It is those that are large in dollar content that are less 
capable of that. 

Mr. MaInarnay. Let us talk about percent of subcontracts rather 
than dollars. What is it there? 

Mr. LaPrerre. Well, I think we have to make a study of that to 
find out. I really don’t know. Mr. Adams thinks it might be 40 or 
50 percent. 

Mr. McInarnay. Would yousay 40 or 50 percent ? 

Mr. Apams. That is the number of contracts, subcontracts ? 

Mr. McInarnay. Number of contracts? 

Mr. Apams. Yes. 

Mr. McInarnay. Then 50 percent, roughly of your subcontracts 
are on a fixed-price basis, no redeterminable provisions in them at 
all ? 

Mr. LaPierre. That is right. 

Mr. Apams. May I get one point straight? When we refer to sub- 
contracts are we referring to purchase orders for small individual 
parts that are used in the material content of a system ? 

Mr. McInarnay. I don’t know that we are referring to that right 
now. 

Mr. Apams. It is important that we know. 

Mr. LaPierre. Yes. 

Mr. McInarnay. This sounds like a pretty high figure if you are 
going to include those things. In other words, 40 or 50 percent of 
your subcontracting, including your little items not directly related 
to the contract. 

Mr. Apams. I did not say not directly related to the contract. Sub- 
contracts can be subassemblies that are contracted for at the second 
or third tier, depending on where we are placed in the system. 

There are also purchase orders for stamping, for castings, for in- 
dividual pieces or components rather than an assembly. And it is 
important that we know whether we are referring to subcontracts on 
the overall to include those items, or whether we are talking of sub- 
contracts as those assemblies are subassemblies. 

Mr. McInarnay. When you said 40 or 50 percent, what were you 
talking about? 
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Mr. Apams. I was referring to the overall picture. In other words, 
those larger, more complex items that we place outside and buy as an 
assembly, if you will, most of those since they are of high dollar 
content, are on a price redeterminable basis. A great many of them 
are. 

Mr. McIarnay. So that dollars are high. 

Mr. Apams. That is correct. 

Mr. LaPierre. Yes. 

Mr. Apams. But on those items where you are buying emt ter to 
a blueprint, so far as an individual piece 1s concerned, an individual 
component, most people from whom we buy are capable of estimating 
the cost of that part and, therefore, are capable of and willing to 
accept orders on a fixed-price basis. 

Mr. McInarnay. Some of these fixed-price contracts, however, run 
into several hundred thousand dollars ¢ 

Mr. Apams. Yes. 

Mr. LaPrerre. More than that, I guess. 

Mr. Apams. Some can go higher than that. 

Mr. McInarnay. There is no redeterminable provision ¢ 

Mr. LaPrerre. That is right. 

It seems to me that you ‘have a position here where 50 percent of 
your suppliers are in a less favorable position than you are, in the 
event that costly changes come up in the course of development of 
production. 

Mr. LaPierre. If a change comes up, this opens the price up, 
absolutely. 

Mr. Apams. If we have a contract with a supplier for a part and 


then we change the requirements on that supplier we change the terms 
of that contract. 


Mr. LaPierre. That is correct. 

Mr. Apams. Therefore, we have a new contract and under those in- 
stances, then your price structure is established whether it was origi- 
nally on a fixed-price basis or not. 

Mr. McInarnay. Is that written into your contract? 

Mr. LaPrerre. Yes. 

Mr. Apams. Into our purchase order contract with our suppliers? 

Mr. McInarnay. Yes. 

Mr. Apams. Yes, sir. 

Mr. LaPrerre. Especially in the change on the part of the con- 
tractor. If there is a change he has to have a new contract. Maybe 
I can clarify your problem in this jet engine procurement which has 
been the most expensive activity of this kind that we have undertaken. 

I was the recipient of many discussions on the part of many sub- 
contractors—not many—4,000, as a matter of fact—but a good num- 
ber. I don’t recall anyone who claimed that we had not given him 
the benefit of contractual coverage. There were some who did not 
perform under the contract, some few—I remember one came and 
felt that we had not treated him correctly. And we had a complete 
review and had the Government auditors go over our review and 
everything else, but I don’t remember any complaint at all on the 
purchase and delivery of the product. 

Mr. McInarnay. As to your subcontractor, I understand that in 
dealing with some prime contractors, subcontractors are put at a dis- 
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advantage because of the requirements that they accept a fixed-price 
contract and sometimes they can get stuck, whereas the prime con- 
tractor is in a position to rectify if anything comes up. 

Mr. LaPierre. Most all of the subcontractors that I have dealt with 
personally have much preferred fixed-price contracts. 

Mr. McInarnay. Do you receive progress payments from the 
Government ? 

Mr. LaPierre. Yes, we do. 

Mr. McInarnay. On all of your work. 

Mr. LaPierre. No, I would say all of the work that qualifies. 

Mr. McInarnay. Is that a good portion of it ? 

Mr. LaPierre. Yes, that is a good portion of it; yes, sir. 

Mr. McInarnay. Is that usually billed at the end of the month? 

Mr. LaPierre. No, we bill it in between, also. 

Mr. McInarnay. You mean 

Mr. LaPierre. But it takes time to get paid, I might add. 

Mr. McInarnay. What is the usual time that it takes? 

Mr. LaPierre. Well 40 days is not unusual. This represents an 
awful lot of money. Longer than that is not unusual, I might add. 
Sometimes, in negotiation of the contract, we might be operating 
under a letter of intent, the contract itself is delayed. If it is, then 
we bill, but we don’t get paid until the contract is firmed up. 

Mr. McInarnay. In other words, it involves an awful lot of money 
for the Government to delay paying you. 

Mr. LaPierre. Thirty and 40 days is not unusual; 30 days would 
be unusually good. 

Mr. McInarney. And you say on a very high percentage of your 
work you do get progress payments. 

Mr. LaPierre. That is right. 

Mr. McInarnay. What percentage of your subcontractors get prog- 
ress payments ? 

Mr. LaPierre. Every one that can qualify. 

Mr. McInarnay. What does that mean? 

Mr. LaPierre. Well 

Mr. McInarnay. How many qualify—what percentage qualify? 

Mr. LaPierre. I don’t know the percentage, but I am sure that 
everyone that has a contract the duration of which, I believe, is over 
6 months, that is the first requirement and that amounts to more than 
half a billion dollars, I am sure. 

Mr. McInarnay. That amount is what? 

Mr. LaPierre. Half a million dollars. And I believe we are not 
permitted to, or not authorized, I should say, to pay within that re- 
striction. But we have a policy that tries to treat our subcontractors 
just as favorably in that respect as we can. 

Mr. McInarnay. Who imposes the rule that it must be half a 
million dollars and of more than 6 months’ duration ? 

Mr. LaPierre. I think that is part of the Armed Service Pro- 
curement Regulation. Maybe it is in our boiler plate on their con- 
tracts all of the time. We may be able to get it from our counsel if 
you would like to know that. 

Mr. McInarnay. We would like to have that. 

Mr. LeVine. With particular references administrative decision- 











Mr. McIwnarnay. Mr. LeVine, would you please identify yourself 
for the record ? 
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Mr. LeVine. Harry LeVine, Jr., counsel for the Light Military 
Electronic Equipment Department of General Electric. The par- 
ticular reference that Mr. LaPierre has made is to a directive of the 
Department of Defense that sets out the guide rule for the services 
in determining whether a contract is to receive progress payments. 
There are two basic criteria. One is the length of the performance. 
The second is the amount. In most cases we follow that in the depart- 
ment of which I have knowledge, which is within the Defense Depart- 
ment, consisting of five departments. There are occasions in which 
progress payments are extended to subcontractors which have a 
smaller amount than $500,000. It depends upon the size of the par- 
ticular subcontractor and his needs. 

Mr. McInarnay. Well this provision is with reference to the prime 
contractors? That is a guideline for you to follow for your sub- 
contractors. 

Mr. LaPrrrre. I think we adopt the policy, generally, that we will 
pass on the same regulations as we receive. 

Mr. McInarnay. Would you say as to what percentage it works 
out of the subcontractors’ getting those progress payments ? 

Mr. LaPrerre. I don’t know that. 

Mr. McInarnay. Would you say the majority of them do receive 
progress payments ? 

Mr. LaPierre. Certainly, the majority, in dollars, certainly. 

Mr. McInarnay. The fact that 

Mr. LaPierre. As to numbers of contractors, I really would not 
know. 

Mr. McIwarnay. Well if they don’t generally, except on the very 
large contract, and in the light of the fact that it has worked a hard- 
ship on GE to be delayed being paid by the Government for 30 days, 
does it not seem reasonable that these small companies would be 
under extreme duress in some instances? Suppose they had a con- 
tract for $400,000 which was for 5 months and 29 days; this is a 
very big investment for them, relatively bigger, I suppose, than your 
investment for 30 days. 

Mr. LaPierre. Well, I think, in writing the contract, if it was 
that close, it would be spelled out to be 6 months. 

I think maybe I can answer your question thus by saying that I 
only remember two or three cases in the many years that [ have been 
working on defense work where this was a factor, and I remember 
quite a few cases where we went to considerable trouble to help con- 
tractors finance their work. I don’t believe that this has been a serious 
matter for anyone that performed well. 

Again, I say a few cases where performance is involved, people got 
in trouble because of lack of performance. That is a very difficult 
situation. But, where performance is not involved, I am afraid I 
can’t remember any cases where subcontractors’ financing was al- 
lowed to become a serious matter. 

Mr. McInarnay. Would you be in favor of the Department of De- 
fense small business subcontracting program being made mandatory ? 

Mr. LaPierre. No. 

Mr. McInarnay. Would you explain why ? 

Mr. LaPrerre, Well, as I tried to say, these jobs are extremely 
difficult. They involve all kinds of new concepts that are not yet 
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conceived at the time the contract is let, and any mandatory regulations 
in advance that tries to stipulate how the work is going to be done 
jeopardizes the success of the project at a minimum and also drastically 
increases the cost. 

I think there ought to be some other methods which I suggested on 
the incentive basis where there are various incentives to accomplish the 
result by this means. But I don’t believe that the prime contractor 
of an extremely complex system such as we absolutely need should 
be put in a straitjacket of any kind in the performance of the job. 

Mr. McInarnay. This is assuming a lot of things. In the first 

lace, the program that G.E. presently has is far from putting anyone 
in a straitjacket on the subcontracting. Secondly, I think probably 
one of the basic things that we are examining into is whether it is good 
ae to award 74. 1 percent of the $2144 billion to 100 companies ; and 

or the Government then to decide that we have nothing more in the 
way of control over you. 

How would you comment on that ? 

Mr. LaPierre. I would comment on two bases. First, as to the 
award : These jobs are big jobs. I really can’t emphasize this enough. 
T think the average person—I am just appalled at the lack of, shall we 
say, feeling on the part of many of our important people ‘and con- 
scientious people at the extreme difficulty of doing the new technology 
applying this to our defense. 

This is a very difficult job. It is a very large job. Consequently, 
I think the only oer that can do it are large » businesses. It would 
not surprise me that 74 percent—I really feel ‘that the figure is low. 

Mr. McInarnay. This is a kind of cliche, but do you think the 
large firms have a monopoly on the technical excellence required ? 

I can understand your point—at least your point of view that on 
the weapons systems sort of thing, overall, but can you say that the 
large firms are the only ones that can do the job? I question that. 

Mr. LaPrerre. Well, could you name the projects that you think 
could be done by small businesses ? 

Mr. McInarnay. Well now we are not 

Mr. LaPierre. Tell me what you are talking about. 

Mr. McInarnay. I am talking about, for one example—and, cer- 
tainly, it has not been checked all the way through—but, from the 
information we have, it appears that too much has gone into negotiat- 
ing the program on the Nike program for spare parts. Yesterday 
afternoon a press release came out that they awarded an $8 million 
contract. This is of course an R. & D. contract for the Nike. But we 
don’t take the position that small business should take over a weap- 
ons system. 

Mr. LaPierre. That clears up one point. 

Mr. McInarnay. Does that clear it up? 

Mr. LaPierre. Just as to one point. What is it that you feel 
they ought to take over ! 

As I visualize the major defense problem, the major defense prob- 
lems are these big weapons systems. Without them we are in dire 
peril. I just feel this very strongly. I watch the technical results 
all over the world. I think we are in real peril without the big 
weapons systems. Now this is vital to get these done. 

And I think we ought to do them as economically as possible. But 
other people feel we have to have a lot of impediments and it costs a 
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lot of money. I go along with it. I will accept their impediments 
providing we get the job done anyway. 

When it comes to producing these other items, I wonder what 
these items are that are so readily available, major items for defense, 
which can be handled by small business? I just wonder what they 
are. 

Mr. McInarnay. I speak of the competent small businessmen who 
have come in here and sat down in that chair for the last several days 
who have not just what you call bucket shops but very technical firms, 
which claim that they could be called upon a great deal more exten- 
sively in producing defense items. 

Mr. LaPrerre. If they have done so then I would say they cer- 
tainly have experience on which to make the statement. If this is a 
pious hope that their organization has—and, mind you, I am speak- 
ing from bitter experience, because I have had many of them come in 
and assure me that they could do some things and just scared the 
daylights out of them when it came time to produce them—and with 
many of them we had to go in to help them—very capable companies. 

Mr. McInarnay. You will agree—excuse me. 

Mr. LaPrerre (continuing). Very capable companies, companies 
that really certainly would be beyond the state of small business, but 
still, these things are extremely complex. And they involve tech- 
nology that just is beyond the normal] activity. 

Without the actual experience of having done some of them, I just 
think we cannot bank on the safety of the country on any such inex- 
perienced statements, however sincere they may be. 

Mr. McInarnay. I think that the men who came in with this were 
experienced in this field. Of course, if you go into an R. and D. item 
that is new, it is new to you, too. 

Mr. LaPierre. That is right. It is new, but let me say this, that 
the more varieties of skills there are all around, the easier it is to put 
the scheme together, and that has the greatest competence. 

Mr. McInarnay. You mean within the large company ? 

Mr. LaPierre. Within any company. 

Mr. McInarnay. Let us take a break until the Senator comes 
back. 

(Short recess.) 

Senator Witi1aMs. May we resume? 

I have looked through the materials that you have supplied, and I 
don’t believe there is any expeditious way of making it a part of the 
record. I did want to make a few observations, that the pamphlet 
contained in this booklet showed, in my judgment, a very real effort 
to advise small business of your needs and give them an opportunity 
to participate as a supplier. 

have noticed some of the booklets from various parts of the 
country, emanating from individual plants, I gather, telling suppliers 
how they can get in and help you in your work. 

I was interested in the tear sheets that appear to me to be at least 
advertising material, probably for national magazines. 

Mr. Apams. That is correct. 

Senator Winu1ams. Emphasizing the part that you play, and your 
smal] business suppliers play, in the economic life of various com- 
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munities. I just did not see the purpose of this kind of advertising. 
I gather they call it institutional advertising. 

It isn’t apparent to me. Is this designed for suppliers for the 
trade, so to speak, or for the public, or what ? 

Mr. Apams. That advertising was definitely opened during 1955 
and since then, particularly during a low point in the economy when 
some of our suppliers, our subcontractors, our small business friends, 
we were not able to keep them as busy as we had been keeping them 
busy during Korea and subsequent to that, and so that advertising 
was used primarily to encourage other companies in learning about 
small companies with whom we had great faith in an effort to try to 
keep them busy until business picked up again and we could use them 
as well as others. 

Senator Wiutams. General advertising in national magazines 
rather than special advertising direct 'to companies that you were 
reaching out for? 

Mr. Apams. We, also, used the advertising directly to companies 
but we found the national magazines to give us good distribution, a 
broader distribution. 

It would reach into corners we could not reach by any other means. 

I might add, Mr. Chairman, I think we do have that developed in a 
little more manageable package that we can put in the record if you 
would care to have it that way. 

In other words, an envelope of just the pamphlets, rather than that 
big cumbersome book. 

enator WituiaMs. If you can get examples of, maybe, one of each 
for the record. 

Mr. Apams. I have two sets if that would serve your purpose. 

(The data referred to retained in committee files.) 

Senator WiiuraMs. I just have one further question, Mr. LaPierre. 

Your testimony was very graphic, as you described how you take 
a large package contract and break it into small packages so that 
small business suppliers can get their arms around them. I think 
those were your words. 

I wonder if that is not also true of your large research and develop- 
ment contracts, whether they cannot be broken down and for the same 
reasons be given to small business? 

Mr. LaPierre. Shall we say the production work that is associated 
with all contracts is very frequently broken down? When it comes to 
the technical effort itself there is some problem in fragmentizing the 
technical efforts. 

So, there is a lot of interplay between all of the different portions. 
But, even then, the shortage of engineers was pointed out and that 
forces us to the maximum extent to draw on everybody we can get 
hold of anyway. It is much more difficult. 

Senator WitxiaMs. I have seen so many small plants with scientific 
geniuses that can do this work if they get it. 

Mr. LaPierre. We use a lot of them. 

Senator Wiu1aMs. I know in the state where I come from, and up 
and down the highways and on the back roads, these small companies 
are springing up. 

I know that in my immediate vicinity there is an organization that 
deals with only one development, meters, and they probably are a small 
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organization. Right now they don’t have contracts. They are in 
position to do very fine metering for transfer of fuel in the air from 
the tanker to the other aircraft, but they are rather idle. 

They have gone into metering whisky, and I would think that this 
is an example of the kind of an organization that could be parceled 
out a particular component for precision development work. 

Thank you. 

Dr. Engstrom is our next witness. 


STATEMENT OF DR. ELMER W. ENGSTROM, SENIOR EXECUTIVE 
VICE PRESIDENT, RADIO CORPORATION OF AMERICA, CAMDEN, 
NJ. 


Senator Wituiams. All right, Dr. Engstrom. 

Dr. Elmer W. Engstrom, senior executive vice president of RCA, 
Radio Corp. of America. We are very glad to have your help on this 
problem, Dr. Engstrom. Proceed in your own way. 

Dr. Enastrrom. I have a prepared statement. May I proceed to 
read that? 

Senator WitiiaMs. All right. 

Dr. Enestrrom. My name is Elmer W. Engstrom. I have been an 
employee of Radio Corp. of America since 1930 and am presently 
senior executive vice president of that company. 

I wish to thank you on behalf of my company for this opportunity to 
tell you of our experience in subcontracting to small business in con- 
nection with defense contracts. My comments will pertain to the 
manufacturing and service divisions of Radio Corp. of America, which 
makes the products that we sell to the military services. 

I wish to state at the very outset that RCA believes in the Govern- 
ment’s small business program, and that I feel the testimony which I 
shall give will show that we strive to implement this program. 

The importance of small business in the national economy and the 
need for the integration of small business in the defense production 
effort has long been recognized by RCA. It is hoped that our experi- 
ence can be of assistance to the committee in determining methods by 
which qualified small business concerns can more fully participate in 
subcontracting and in a way that will achieve maximum efficiency in 
defense procurement. 

Senator Sparkman in his letter inviting us to appear here today 
submitted a group of questions relating to the areas in which your 
committee is particularly interested. Rather than answer the questions 
in the specific order presented, I propose to describe our relationship 
to small business, to tell how RCA’s small business policy has worked, 
to describe what the military services have done to increase subcon- 
tracting to small business, and to inform you of the extent that we have 
been subcontracting to small business. In the process of doing this 
I shall be responsive to the questions in the attachment to Senator 
Sparkman’s letter, and I shall also comment briefly on sections of the 
Senate bill, S. 500, to which he referred. 

As all of you are aware, RCA is a large manufacturer of electronic 
equipment for the military, for industry, and for the consumer. 
Among our products are such items as airborne radar and fire-control 
apparatus, helmet radios, missile guidance systems, scanning radar, 
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communications systems, and many other items for the military. For 
industry, we produce 16 millimeter projectors, electronic data proc- 
essing equipment, automation controls and equipment, electron micro- 
scopes, electron tubes, semiconductor devices, television and radio 
broadcast equipment, and many other items. For the consumer, we 
produce television sets, both color and black and white; phonographs 
and tape recorders, both stereo and monaural; and radios, records, and 
tape recordings. We also produce many of the components which go 
into the final product. 

In this sample modern world, no single company is big enough, 
or possessed of enough skills and resources to produce all the mate- 
rials and components required to build so diverse an array of product. 
In order to provide our production lines with the parts, materials, 
and subassemblies ennai: for these products, we purchase from a 
great number of suppliers in many lines of industry. We believe 
that the strength of American industry lies in its reliance, not on 
any one company or on any small group of companies, but on the 
teamwork of many business organizations, both large and small, 
working together. 

To operate any business efficiently and to assure uniformity in the 
conduct of its operation, policies and procedures must necessarily be 
established as guides for personnel employed by the company. Pur- 
chasing policies have been established as a guide for RCA purchas- 
ing personnel based on the concept that our suppliers are our associ- 
ates and must be considered a part of the RCA team, along with our 
own production and engineering activities. Much of our company’s 
success is dependent on their collaboration, and the doors at RCA are 
always open for new suppliers who can help the team do a better job. 

The company’s policy in this respect is stated in the RCA purchas- 
ing manual, ak is used by all purchasing functions of the com- 
pany, as follows: 

RCA will purchase from qualified suppliers, regardless of size. In determin- 
ing which companies are qualified suppliers, consideration shall be given to 
business reputation, engineering skill, productive capacity, and financial stabil- 
ity. It is recognized that, in many instances, small business firms are prefer- 
able for certain jobs commensurate with their ability to produce, and where 
possible, they should be afforded the opportunity of becoming a part of the RCA 
team. The company firmly believes in the Government’s small business program. 

The electronics industry is a very fast-moving one in which changes 
in engineering, design, and process methods are continually being 
made, and new and better materials are being developed and intro- 
duced. To keep pace, it is necessary for us constantly to search out 
newer and better products and newer and better sources of supply. 
Any businessman who calls on us with something to sell is given the 
opportunity to tell his story. When necessary, purchasing refers him 
to the cognizant engineer or production man who reviews all tech- 
nical details of the item, and very often a combined meeting of all 
interested people is arranged to explore thoroughly the value and 
quality of the product being offered for sale. The supplier’s capa- 
bilities are also rivedtigated bi a visit to his plant whenever possible. 

It naturally follows that among both our present suppliers and 
our potential suppliers, there are a great many who are considered 
ani business, that is, having less than 500 employees. These con- 


cerns play a very important role in the procurement activities of RCA. 
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We recognize that size alone is not the key to a supplier’s productive 
ability, for there are no size limitations on skill and ingenuity and 
the determination to do a job fast and well. It is our policy to pur- 
chase from qualified suppliers, regardless of size, and to give potential 
suppliers the opportunity to join the RCA team. We wae in mind 
that, in many instances, small business, because of its flexibility and 
its specialization, is particularly well qualified for many of the tasks 
we require. 

RCA’s recognition of the importance of the small businessman to 
the national economy, and the need for his integration in the defense 
production effort, has taken the form of a continuing company pro- 
gram to broaden our supply base and thus insure that smal] business 
participates fully in our subcontracting program, commensurate with 
its capabilities and capacity. 

As a prime contractor supplying several of the Armed Forces pro- 
curement agencies, we maintain a defense subcontracting small busi- 
ness program. Immediately following the start of the mobilization 
program after the outbreak of hostilities in Korea, the company desig- 
nated Mr. Vincent deP. Goubeau, vice president, materials, as the 
company’s small business liaison representative. He is constantly in 
contact with the purchasing staffs of the company, and in particular 
with our defense electronic products organization, which performs 
most of the defense business for the company, concerning procure- 
ments on which small business concerns may be qualified to bid. He 
is consulted whenever questions of policy or good buying practices 
are introduced. 

In our general purchasing organization, which is a staff organiza- 
tion under the direction of Mr. Goubeau, we maintain records indicat- 
ing the size, that is, whether large or small business, of all of our pres- 
ent subcontractors, in accordance with the definitions outlined in the 
armed services procurement regulations. 

As a further check against the effectiveness of our small business 
program, monthly records are kept in each operating division of the 
company doing defense work, indicating the percentage in dollars and 
the percentage of orders given in each month to large and small 
business. 

All of our purchasing people are aware of the importance of the 
participation of small business in our subcontracting program and 
prospective suppliers are selected with reference to our policy. We 
are confident that our program and all the publicity that has been 
given to it by the company has increased the share of subcontracts 
awarded by our company to small business. 

Our policy with respect to small business has a definite effect upon 
our decision to make or buy components used on defense contracts. 
It is our policy to manufacture those parts which our skills and manu- 
facturing facilities make is possible for us to produce at the lowest 
possible cost and to buy those items which other concerns are better 
fitted to make. Many small businesses serve large businesses by being 
specialists in one or more fields of manufacture. 

Small business functions most effectively when it is able to serve 
several other businesses, either large or small, because it has facilities 
which can be operated economically due to the combined volume of 
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its customers. Furthermore, their business is flexible and can be 
readily adapted to the changing requirements of their customers. 

Considering the variety and volume of parts entering into defense 
items, we cannot economically make many of the parts we require. 
We, therefore, seek the services of outside companies which specialize 
in manufacturing the types of parts we need rather than attempt to 
facilitate a plant to make the parts ourselves. 

We are justly proud that in our business we have over 11,000 sup- 
pliers. They are located in most of the States and almost 80 percent, 
or 8,800 of them, are classed as small business, that is, they have less 
than 500 employees. In fact, many of them are very small, having 
less than 100 employees. Over the years each of the divisions doing 
defense work has established an approved vendors list for com- 
ponents, materials, and services which are used in defense production. 
There are approximately 4,000 companies on the approved vendors 
list used by our defense electronic products group, of whom about 
75 percent are small business firms. 

We work with the supplier to keep him informed about the nature 
of our requirements, and we believe we gain through his knowledge 
of our business, since it enables him to apply his engineering skill 
and specialized knowledge to development or refinement of materials 
or components he supplies to us. In fact, we believe the success of 
both our suppliers and RCA depends on how well we team up to do 
the job. 

Moreover, we continually review the performance of our vendors 
and make replacements and additions to our approved vendors list 
when considered justified in relation to our purchasing policies. I 
think it is significant that in 1957 and 1958, 340 new vendors were 
added to the approved vendors list for our defense electronic prod- 
ucts group, of which 90 percent, or 308, were classified as small busi- 
ness. During the same period, 18 suppliers were removed from this 
list for various reasons. 

In answer to one of the questions asked, during the past 24 months 
we have not acquired any small business which was a supplier to our 
company or had any relation to our defense business. 

You may be interested in knowing that except for proprietary 
items, competitive quotations are always obtained on any procure- 
ment, commercial as well as military. Depending upon the item 
being purchased, we seek quotations from at least three and from as 
many as ten vendors. As our requirements develop, requests for 
Sep are sent to qualified suppliers and adequate time is allowed 
or submission of quotations. Specifications and other data are 
made available on an equal basis to those to whom quotation requests 
are sent. 

Whenever we receive a reorder of a certain type of equipment 
which we have previously produced under a military contract, we 
will, if time permits, obtain new quotations and such action can result 
in changes of source for such items. 

For example, in February 1958 complex capacitors of a certain 
type were specified for use in a piece of Government equipment that 
we were producing. We found that these capacitors were pro- 
prietary items available from only one supplier, a large company. 
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When we received a reorder of this equipment, we applied our value 
analysis technique to the type of capacitor and determined that a 
simplified version could be used without sacrificing performance and 
reliability. Many capacitor suppliers were checked, both large and 
small, and a small supplier was located who could manufacture this 
simplified capacitor at a considerable savings in cost. 

In April 1958 we were purchasing induction regulators for use in 
instrumentation radar equipment. On a repeat order the buyer re- 
sponsible for the purchase of this component solicited quotations 
from other sources and succeeded in locating a competent small busi- 
ness firm which could make the regulator at a considerably lower 
price. Following engineering approval of the new vendor’s product, 
new orders were placed with it and to date more than $24,000 has 
been saved through this change in source. It is estimated that an 
additional $13,000 will be saved during the next 2 months. 

We constantly stress that our buyers keep alert for new ideas, new 
methods, new materials, and new sources. Incidentally, the savings 
in these procurements are passed on to the Government, in total, 
when applicable to price redetermination and cost-plus-fixed-fee 
contracts. 

With regard to your question on security clearance, it has been our 
experience that security clearance has not been a problem in prevent- 
ing small concerns from participating in our subcontracting program 
on defense contracts. We are doing business every day with hun- 
dreds of small manufacturers who meet the security requirements of 
the military services. 

We have publicized our success and satisfaction in dealing with 
small business concerns in numerous newspaper advertisements 
placed in many cities of the country. We have distributed over 5,000 
copies of our booklets entitled “Teamwork in Industry,” published 
March 1953, and “Industry’s All-American Team,” published July 
1955, which express our satisfaction in our relationship with small 
business, and recognize its contribution as a member of the all- 
American industrial team. I have with me copies of these booklets 
which I shall leave with the committee. 

In addition to our own efforts to support the Government’s policy 
toward small business, the various dndintss procurement agencies of 
the Government consistently emphasize the importance of increasing 
the volume of business subcontracted with small business. In com- 
pliance with the armed services procurement regulations, each pur- 
chase order we place for materials to be used against a Government 
contract includes a paragraph entitled “Utilization of Small Business 
Concerns,” which reads as follows, and I quote from the purchase 
order: 


9. UTILIZATION OF SMALL BUSINESS CONCERNS— 

(a) It is the policy of the Government as declared by the Congress that a fair 
proportion of the purchases and contracts for supplies and services for the Gov- 
ernment be placed with small business concerns. 

(b) Seller agrees to accomplish the maximum amount of subcontracting to 
small business concerns that the seller finds to be consistent with the efficient per- 
formance of this purchase order. 


To further emphasize consideration of small business, the Depart- 
ment of Defense has taken other positive steps. For example, by direc- 
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tive, it provided for the establishment of a “Defense subcontracting 
small business program” by all contractors having a prime contract in 
excess of $1 million. Part of this program call for the prime contrac- 
tor to report semiannually on a prescribed form (DD 1140) the amount 
of his subcontracting to both large and small business. We regularly 
file these forms as part of our program. In addition, military procur- 
ing activities have referred us to numerous small business firms in- 
terested in participating in defense procurement. 

We are of the opinion that our relationship with the military serv- 
ices has been strengthened because they have known of our excellent 
cooperation with small business through the years in producing the 
highly specialized items of equipment we supply to the military 
services. 

I believe you will be interested in the subcontracting on one of 
America’s top-priority defense projects—the ballistic missile early 
warning system (BMEWS)—which was started early in the year 1958. 
BMEWS has as its purpose the capability of providing an early 
warning of a mass intercontinental ballistic missile (ICBM) attack 
upon the United States and southern Canada. 

RCA, as prime contractor to the Air Force for BMEWS, has re- 
sponsibility for the planning, system design, production supervision, 
installation and initial operation. Prior to the time this contract was 
awarded to RCA, the Air Force had given study contracts to the Gen- 
eral Electric Co. and Sylvania Electric Products, Inc. These study 
contracts covered certain aspects of the early warning system and re- 
sulted in experience important to carrying forward a program of 
implementation. 

To expedite the program and to obtain the benefit of the extensive 
engineering work already done, substantial portions of the project 
were subcontracted to these two companies. They had the know-how 
and experience which meant a saving in both time and money. A third 
large subcontract has been awarded to the Goodyear Aircraft Corp. for 
a large pedestal, radar antenna and enclosure. This is a very large 
mechanical structure of precise mechanism and of long operating life. 
Here the choice of subcontractor was based on experience and ability 
to perform the work. 

Chart 1 attached to this statement relates to the BMEWS program 
scheduled to date for RCA as prime contractor. It shows the per- 
centage which is being subcontracted by RCA to the three major sub- 
contractors mentioned above, and the tow through them and through 
RCA to small business to the extent of 36.1 percent of the total. 

J should like to refer to Chart 1. The top block, which is labeled as 
“RCA 100 percent,” indicates the total of the work which has been 
scheduled by the Air Force to RCA. Of this amount, 32 percent has 
been subcontracted or is being subcontracted to the General Electric 


Co. 

Of the 32 percent subcontracted to the General Electric Co., 10.4 
percent is being subcontracted by them, and, through large business to 
whom the General Electric Co. has given contracts, in turn to small 
business. This is the total flow-through down two layers or three 
layers of subcontracting. 

This means, then, that in the case of the large subcontract to the 
General Electric Co., approximately 30 percent of the dollars end up 
in small business concerns. 
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For the portion subcontracted to Sylvania, of 1214 percent of the 
total, small business receives, by the same process 1.8 percent. 

Now, this is a lesser percentage, but the reason for it is that Sylvania 
has the obligation of supplying on this contract very large electronic 
data processing equipment, which is available only from a large 
business. 

The Goodyear contract is likewise shown, and its breakdown into 
small business and also the RCA portion. 

This means, then, that of the total work scheduled to date, 36.1 per- 
cent of the dollars will be performed by small business. This is a rela- 
tively high percentage, and I think a question has been raised as to 
whether, in the conduct of large prime contracts on weapons systems, 
this will subtract from the work which will be subcontracted to small 
business. I realize, of course, this is only one example, but, at least 
this is one example where the amount which flows through to small 
business is larger than the average, and larger than our average for 
other contracts. 

On the charts which follow, 2 through 5, this indicates the distribu- 
tion by company having the large subcontracts and by RCA, showing 
the breakdown through the tiers of subcontracting. 

The information which is basic to these charts which I have discussed 
is derived from records which we have required these three major 
subcontractors to keep concerning the amount of business which is be- 
ing placed by them with small business and large business. 

The last of the charts is the attached geographic dispersal of small 
business contractors working on the BMEWS contract. It shows that 
for this one large prime contract there is good dispersion over most 
of the United States, particularly the industrial portions of the United 
States. 

In fulfilling its obligations to the Air Force under the contract, RCA 
maintains very close control over subcontractors’ costs, engineering 
designs, material and schedules. For each major subcontractor, RCA 
management has created a team consisting of technical and adminis- 
trative personnel located both in residence at the subcontractor’s plants 
and at the focal point of the project management in the RCA plant at 
Moorestown, N.J. 

By conducting pricing negotiations, technical reviews and equip- 
ment simplification—wherever this is possible—RCA has decreased 
costs, to meet the funding limitations, and still maintain the adequacy 
of the system. The combined effects of negotiated reductions in cost 
plus the reductions in the amount of equipment have brought the cost 
of the subcontracted portions of the program down to the ceiling of 
authorized funds. 

We feel that an obligation to the economy of the Nation, as well as 
the needs of the defense program, has been met by placing many sub- 
contracts with small business and with firms in distress labor areas. 
It may be of interest in passing that this large program, involving 
tremendous outlays in money and manpower, is within scheduling and 
funding limitations. 

We at RCA feel a genuine sense of achievement in having been able, 
in such a short time, to organize effectively and direct the efforts of 
hundreds of business firms who are devoted to the many varied tasks 
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of the BMEWS program. This management contribution is, in itself, 

7 equal importance to the many technical accomplishments made to 
ate. 

You have asked several questions pertaining to the volume of our 
Government sales and the extent of our subcontracting. I believe that 
the figures which I am about to present clearly show the success of 
our small business program in bringing about a high degree, both in 
dollars and percentage, of subcontracting to small business. 

In the calendar year 1958, Radio Corporation of America had total 
Government sales of $305 million, which includes $42 million of sales 
by RCA Service Co., a division of Radio Corporation of America, and 
$225 million of sales by RCA’s Defense Electronic Products group. 

As the RCA Service Co.’s activities consist almost entirely of 
furnishing personal services, there is little occasion for placing sub- 
contracts; for example, one large program of the service compan 
conducted in the State of Florida requires the services of 2,929 RC 
Service Co. employees. Of these, 2,817 are stationed at the Patrick 
Air Force Base at Cape Canaveral, and others are located at missile 
tracking stations on islands and ships in the Atlantic Ocean. The 
services performed by the employees at the base involve engineering, 
operation and maintenance of ground instrumentation for the missile 
test range of the Air Force missile test center. They also have respon- 
sibility for acquiring, reducing and reporting data for missiles under- 
going research and development tests. If the amount of Government 
sales by the RCA Service Co. is excluded from consideration because 
little or no subcontracting is involved, 85 percent of the balance of 
RCA’s Government sales are made by its Defense Electronic Products 
group. We are presenting the figures of this group in response to 
your questions concerning subcontracts. 

In the calendar year 1958, Defense Electronic Products placed pur- 
chase orders relating to Government business totaling $154 million, 
which includes $74 million of subcontracts placed with General Elec- 
tric, Sylvania and Goodyear on the BMEWS project. Of the remain- 
ing $80 million subcontracted by RCA, approximately $31 million, or 
38 percent, was subcontracted to small business. Approximately $6 
million of this amount subcontracted to small business had an indirect 
relationship to the performance of defense contracts, that is, for 
maintenance, repair and operating supplies. 

Of course, in addition to the flow-through of 38 percent directly to 
small business, that part of the remainder of the $80 million which 
was subcontracted to large business had, in turn, certain further sub- 
contracts to small business, but we do not have records of this. 

On December 31, 1958, Defense Electronic Products had firm un- 
filled orders from the Government of $274 million, and we estimate 
that approximately 45 percent of that amount has been or will be sub- 
contracted. Leaving the service company out of consideration for 
reasons previously indicated, we also believe that in determining the 
amount of subcontracting this same percentage, 45 percent, would be 
applicable to the total amount of firm unfilled Government orders, 
$320 million, which RCA had as of December 31, 1958. 

There was submitted with Senator Sparkman’s letter a list of 20 
companies and we were requested to give the total dollar amount sub- 
contracted to these companies in 1958. In 1958 the Defense Electronic 
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Products group subcontracted with only 12 of these companies, the 
amounts being as follows: 


Ce eee een eee eee ee oe ine $36, 000 
Geherar Dymeniics Oore. 26502230. bea bios 53, 000 
General Electric Co. ($53.8 million was on BMEWS)------------- 58, 405, 000 
I TU nn 70, 000 
I i le 147, 000 
ROS ee ne ie ee ion 105, 000 
American Telephone & Telegraph Co. -..-~.~..----_----.--__-- 16, 000 
Teorty Amoricdn AnisiGm> Ine. 3 x: cceeecis end neld i ssiatnsen 527, 000 
a 76, 000 
ae 188, 000 


International Business Machines Corp. ($959,000 for BMEWS and 
DAMP projects; $348,000 having indirect relation to contracts, 


i.e., accounting machine rentals, and so forth) _...._._..---_------ 1, 302, 000 
WRAPS AOUNG. BOOS COND cise ene ee bic enseneneestemns 798, 000 
TE COUN a Riese ibn heed cleat ne atthe Wea ack aetna 61, 723, 000 


Senator Sparkman mentioned that your committee would be inter- 
ested in any recommendation we might have for the improvement of 
participation by smaller companies in defense subcontracting. It is 
not easy to tell another man how to run his business. However, I do 
have a few thoughts on the matter. 

In the first place, there is still room for what we have come to call 
salesmanship. Even in times of all-out war and certainly in periods 
of semimobilization during the extended cold war, it is essential that 
the businessman should have a brochure showing the nature and extent 
of his facilities, equipment, number of employees and other essential 
facts to emphasize his production capabilities. However, there is no 
substitute for personal contact. Anyone who wants business must 
get out and sell. 

Second, a prospective subcontractor should analyze his operations 
carefully to determine what kinds of products he is equipped to pro- 
duce. It is usually disastrous for any company, particularly a small 
one, to attempt to produce items too far off the course of its normal 
operations. 

Third, it is equally essential that the small manufacturer keep him- 
self flexible and adaptable. 

Fourth, a small businessman should be fully advised as to military 
specifications and requirements for the products he elects to produce. 

The small businessman should also become familiar with the pro- 
curement procedures of the defense procurement agencies, and should 
adapt his organization to the degree necessary to conform to these 
procedures. 

The present cold war situation, which it seems will be with us for 
years to come, presents the manufacturer an opportunity to serve his 
country while carrying on his business, but the opportunity has never 
been handed to any one of us on a platter. We have to work at the 
job. Thousands of small business firms now engaged in defense 
work are testimony to their essential character. I am sure there is 
room for a great many others and they can get their share of defense 
business by going to the companies with prime contracts and showing 
what they can do. 

Mr. Chairman, I come to that place in my statement now where 
I shall make some brief comments on S. 500, if you care to break 
as you did before. 
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Senator Witu1iams. No. Let us proceed. 

Dr. Enestrom. All right. I shall now make certain observations 
relative to the bill to amend the Armed Services Procurement Act, 
S. 500. The production of weapons of defense and offense today has 
become a very complex matter. There is to be even increasing com- 
plexity as we move to the situation of the future. With the acceler- 
ating er of science there is but a short span of time from initial 
availability of a weapon to its obsolescence. The pace is set not only 
by our progress but by the progress of our potential opponents. 
Under these circumstances, the utmost performance on our Nation’s 
— becomes but the minimum required. Availability in time often 

ecomes more important than other considerations. 

In this rapidly changing technological environment, it is natural 
that one should appraise the effectiveness of existing procedures for 
the procurement of research, development and weapons. These should 
be tested against the evolving experience particularly for the complex 
and sophisticated weapons systems. ‘These procedures and the laws 
relating to them should be revised and updated to meet today’s needs. 
Such procedures will most likely be subject to the same processes of 
obsolescence as the technical aspects of the weapons themselves, and, 
therefore, should be as flexible as will be consistent with proper control. 

In keeping with the general observations I have just made, it seems 
very proper that competitive negotiation be established as an alter- 
nate to advertised procurement for those cireumstances which make 
this action proper. Today, new weapons systems often take form in 
concept before the underlying state-of-the-art research has been com- 
pleted and before the specifications to meet military requirements 
can be effectively formulated. While not ideally desirable, these are 
the facts of life. The weapons-system concept and the competitive 
negotiation process are realistic means to meet today’s needs for the 
conditions which I have just outlined where one is pushing the state 
of the art. 

To assure utmost performance from contractors and to reduce lead 
time, it is very desirable that the weapon, particularly where require- 
ments are in advance of the state of the art, be specified in terms of 

erformance specifications in lieu of design and manufacturing 

etails. This gives a prime contractor and his subcontractors flexi- 
bility to meet the performance requirements and to do this expedi- 
tiously and at minimum cost. The contractor is then in the position 
to exercise judgment in the material aspects of the program but still 
subject to the full control of the military for the military aspects of 
the system. 

I am troubled by the suggestion that a military agency head may 
specify in a prime contract that certain designated subcontracts be 
limited to competition between small business concerns or for that 
matter between any group of business concerns. This would work 
well in many instances, but, basically it removes an obligation from 
the prime contractor and places this with the military agency. This 
provision and requirement would relieve the prime contractor from 
responsibility which should be his. It might adversely affect delivery 
and performance unless very close coordination is maintained between 
the military and the prime contractor. Certainly, in an ideal sense, 
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this function of assuring appropriate consideration of small business 
can best be exercised by the prime contractor subject to suitable en- 
couragement and checks by the military agency. 

The current practice in many instances is to provide for the pur- 
chase of operational systems from a single prime contractor who is 

responsible for research, development, design and production. This is 

a good procedure which has evolved from experience. This procedure 
should be encouraged and extended further to military situations 
where it demonstrates merit. I do not propose, however, that the 
weapons-system procedure is one to be generally applied or that its 
application should be made mandatory. I do, however, believe that 
this concept is a most effective one wherever, as I just said, it is a re- 
quirement because of shortness of time to move forward with produc- 
tion before research and development and weapon evaluation are 
complete. 

Thank you again for this opportunity to tell you a little about our 
company and about our appreciation of the import: ince of small busi- 
ness to RCA in serv ing in the defense of the Nation. 

Senator Wituiams. Thank you very much, Dr. Engstrom. 

I am happy to say that I wate hed your company from rather close 

range, being in New Jersey where you have many of your operations, 
and have the advantage of some personal knowledge. 

Do you have any questions, Mr. McInarnay ? 

Dr. Engstrom, I guess we are going to release you without putting 
you on the firing line. 

Dr. Enestrom. Thank you, sir. 

Senator Wintiiams. Thank you very much, sir. 

Dr. Enesrrom. I shail leave with counsel, then, copies of the book- 
let. I am sorry we do not have enough for each member of the com- 


mittee, but they are out of print. 


Senator WinutaMs. Thank you very much. 
(Charts submitted by Dr. Engstrom follow :) 
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Senator Witi1ams. Our next witness is Assistant Secretary of 
Defense, Perkins McGuire. Secretary McGuire. 


STATEMENT OF HON. PERKINS McGUIRE, ASSISTANT SECRETARY 
OF DEFENSE (SUPPLY AND LOGISTICS); ACCOMPANIED BY 
G. C. BANNERMAN, DIRECTOR FOR PROCUREMENT POLICY; AN- 
DREW W. DUNCAN, DIRECTOR FOR SMALL BUSINESS POLICY; 
AND HARRY R. VAN CLEVE, OFFICE 0F GENERAL COUNSEL 


Mr. McGuire. I have some other back-up people with me. Do you 
mind if they sit up here with me so that you can hear them? I 
ouget to be able to answer most of the questions, with all these people 

ere. 

Senator Wiuu1ams. All right, Mr. Secretary, you may proceed in 
any way you desire. 

Mr. McGuree. Thank you, Senator. 

Mr. Chairman and members of the committee: I appreciate the op- 
portunity to appear before this committee in response to your invita- 
tion to discuss subjects relating to our military procurement programs. 

Because of the broad scope of the committee’s interest, I think it 
worth while to first give you the progress and current status of our 
prime-contract awards to small business and the results of the em- 
phasis we are giving to the joint determination (set-aside) program in 
cooperation with the Small Business Administration. 

The net value of military procurement actions with U.S. business 
firms during the period July 1958 through January 1959 was 
$11,279,078,000 as compared to $9, 758,693,000 during the comparable 
period of fiscal year 1958, or an increase of approximately 15 percent. 

Small-business awards in this same period totaled $1,815,229,000, as 
compared to $1,423,054,000 during the first 7 months of fiscal 19: 58, or 
an increase of approx imately 27 percent. 

The percentage of dollars awarded to small business firms for this 
same period was 16.1 percent, as compared to 14.6 percent during the 
same period of the preceding fiscal year, an increase of 1.5 percentage 
points or approximately 10 percent. These figures compare with 
awards to small firms of 17.1 percent for the entire 1958 fiscal year. 

There has been consistent and significant growth in the set-aside 
program since its beginning in fiscal year 19! 54 with only $247,601,000 
in set-asides agreed to in that year. 

The continued emphasis by joint review of proposed procurements 
with the Small Business Administration has resulted in an increase in 
joint set-asides to $697,400,000 in fiscal year 1957, and, for the first 
time in the history of the program, it exceeded $1 billion in fiscal year 
1958. In the current fiscal year, through the month of January, 
$489,400,000 had been set aside for small business, compared to $411,- 
500,000 in the same period last year, an increase of 19 percent. When 
compared to total prime contract awards, the set-aside figure in the 7- 
month period was 4.3 percent this year and 4.2 percent last year for 
the same period. I think this record clearly evidences our efforts to 
carry out the intent of the Congress as expressed in the Small Busi- 
ness Act. 
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Turning to the area of subcontracting, I shall first outline our de- 
fense saul business subcontracting program and summarize its results. 

Our small business subcontracting program is based upon the policy 
that small business concerns be afforded equitable opportunity to 
compete for defense subcontracts within their capabilities. 

We require that all prime contracts of $5,000 or more for work 
within the United States—except personal services—contain a clause 
in which the contractor agrees to accomplish the maximum amount of 
subcontracting to small business concerns which he finds to be con- 
sistent with the efficient performance of the contract. 

In addition, if the contract exceeds a million dollars and offers 
substantial subcontracting possibilities, the contractor is urged by the 

urchasing activity to participate in the Defense subcontracting small 
usiness program. 

This same procedure is followed by Navy, Air Force, and some Army 
purchasing activities for contracts of less than a million dollars which 
offer substantial subcontracting possibilities. 

The defense subcontracting small business program specifies certain 
minimum actions to be taken by the prime contractor: 

A small business liaison officer is appointed to be responsible for 
liaison with the military purchasing office and the SBA, compliance 
with the subcontracting clause, and general supervision of the con- 
tractor’s small business subcontracting program. 

We work with the prime contractor to assist him in developing 
policies to assure that small business concerns will have every possible 
opportunity to compete for subcontracts. Particular emphasis is 
placec. on widespread solicitations for bids; adequate time for the 
preparation of bids; purchasing in quantities that small business can 
handle; clear and definitive specifications; and realistic delivery 
schedules that small business can meet. 

Where participating contractors maintain subcontractor lists, small 
business firms must be separately identified. 

When subcontracts of $1 million or more are awarded by the prime 
contractor, he is requested to include the small business subcontracting 
clause and to urge the subcontractor to establish and conduct a defense 
subcontracting small business program. 

Since the inception of the program in 1956, the number of large 
prime contractors filing reports has ranged between 232 and 272. The 
total military prime contract receipts of the participating companies 
for the half-year periods covered by the reports has varied from 
$6,674,030,000 to $7,529,996,000. We estimate that these reports cover 
about 85 percent of all awards to large prime contractors in this period. 

In fiscal year 1957, subcontract payments to small business firms 
totaled $3,562,272,000 and averaged 21 percent of the total military 
receipts of the large companies reporting. In fiscal year 1958 the 
amount paid to the subcontractors was $3,242,398,000 and the per- 
centage was 18.5 percent. Reports for the period July-December 1958 
have not yet been completed. Preliminary summaries of reports 
received to date indicate that the ratio for the 6-month period July- 
December 1958 will be about the same as the 17.5 percent for January-— 
June 1958, 

If you add the average rate of prime contract awards to the sub- 
contract payments just mentioned, the resulting total indicates that 
small business received approximately $7 billion per year. 
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With your permission, a summary of reports of large prime con- 
tractors participating in the defense small business subcontracting 
program will be submitted for the record. The new report, that is, 
covering the period from July to December, 1958, will be forwarded 
to the committee when it is issued. 

Over and above the prescribed features of this program, the military 
departments have sought to find new ways to assure more effective 
subcontract practices among the prime contractors and particularly 
on behalf of small firms. 

The Army reports to me that whenever any contract of $1 million or 
more is awarded, the Assistant Secretary of the Army (Logistics) calls 
to the attention of the president of the company the need for his per- 
sonal assistance and backing in carrying out the principles of the 
defense subcontracting program. This is followed up by a conference 
at field level with a report back to the Chief of the Technical Service. 

The Navy recently issued an instruction which directs its inspectors 
of naval material to give greater surveillance to the subcontracting 
practices of their prime contractors. I call your particular attention 
to one of the paragraphs of this instruction, which states: 

In solicitation and award of Navy prime contracts, consideration will be given 
to past performance under the defense subcontracting small business program 
where applicable. 

The Air Force has improved its subcontracting program and is pro- 
viding for broader solicitation of small business subcontractors.? I 
have been informed that you have requested a full report from the 
Air Force on their expanded effort, so I will not attempt to cover it in 
detail here. We are following the Air Force efforts closely, in the 
thought that experience with this program may serve as the basis for 
further improvements in the overall defense subcontracting program 
for small business. 

The Small Business Administration has forwarded to us its recom- 
mendations as a result of that agency’s study of the subcontracting 
program of nine major defense prime contractors. We are most appre- 
ciative of their efforts. Although some of their recommendations are 
not adaptable to defense subcontracting, others involve principles 
which we believe will prove to be useful in improving the subcontrac- 
ing program, and still others can be modified so as to be adaptable to 
subcontracting. 

In closing, I would like to summarize the more significant steps taken 
in the field of small business since your committee’s last general 
procurement hearing. 

In the R. & D. area we have a pilot program looking toward the use 
of mechanization for the handling of source information. We believe 
this will facilitate submission of information on capabilities and will 
also facilitate broader consideration of qualified firms for R. & D. 
contracts. 

With the benefit of information newly incorporated into our pro- 
curement action reports, we are making a detailed study of sole-source 
procurements in search of additional areas in which opportunities 
may be opened up to small business. In each of the Services we have 
a program for microfilming engineering drawings and putting them 


onto IBM cards, making them more quickly accessible and thus 
reducing sole-source procurements. 


3 See p. 10. 
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The use of the team concept, which has been a matter of particular 
interest to the chairman of this subcommittee, has been further facili- 
tated. Detailed reports which have been furnished by the military 
departments are available on this subject. 

The recent rp Ao of Mil D-70327, a uniform specification for 
the procurement of engineering drawings, provides among other thin 
that the identity of the originating vendor and his part number be 
retained in drawings submitted by the prime contractor, and further, 
that an appropriate note drawing attention to the source of the item 
be fouleded in lists and other drawings referencing such items. Thus, 
we will have clear source knowledge of subcontracted parts. I con- 
sider this a major forward step in the small business program. 

On February 4, 1959, ASPR was revised to diminish the use of 
performance bonds. This has long been a source of contention to 
small business. Your committee has been most interested in seeing 
that this was accomplished, and, I might add, also very helpful. 

The subcommittee requested the views of the Department of De- 
fense on S. 500 and its possible effects on small business. I must point 
out that the Bureau of the Budget has advised that it is unable at this 
time to state whether the enactment of S. 500 would be in accord with 
the President’s program. However, it did request us to forward a 
copy of the Department of Defense report to the Senate Armed 
Services Committee. We have done so this week, and copies of that 
report have also been furnished to this subcommittee. Therefore, the 
views which I express here are those of the Department of Defense 
and not necessarily those of the administration.’ 

Briefly, S. 500 reiterates in section 2(d) the long-standing policy of 
the Congress that a fair proportion of purchases should be placed 
with small business concerns. Section 4(a) of the bill recognizes as 
formal advertising the procurement method known as “small business 
restricted advertising,” thereby eliminating its present classification 
as a negotiated contract. The merit in this provision has led us to 
recommend the addition of a similar provision permitting any pur- 
chase to be made by competitive negotiation to be restricted to small 
business concerns. This would give statutory authorization for small 
business set-asides unilaterally made by a military department which 
are presently authorized only under the national emergency exception, 
section 2304(a) (1), and, thus, make such authority permanent rather 
than depending upon the existence of a national emergency. 

While the Department, for the reasons set forth on page 3 of the 
DOD report, has recommended deletion in section 4(a) of the phrase 
requiring a finding by the head of an agency, these provisions restrict- 
ing procurements to small-business concerns are sound in principle, 
workable in practice and in furtherance of the congressional polic 
that a fair proportion of purchases should be placed with small 
business. 

Section 3 of the bill provides for competitive negotiation and places 
it on a par with formal advertising. It provides that procurement 
by either formal advertising or competitive negotiation shall be so 
made as to assure such competition “as is consistent with the needs 
of the agency, the character of the products or services being procured, 
and the commercial or industrial environment of such products or 
services,” as set out in the policy declared in section 2(b). 


2 See appendix I, p. 245. 
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The competitive negotiation contemplated by the bill is the tech- 
nique already employed by the Department of Defense for the use 
of competition, where competition is available, in negotiated pro- 
curements. It has proved especially useful when it is felt that in- 
dustry may have developed new products or processes of which we 
are not fully informed and thus cannot specify initially in an invi- 
tation for bids. 

The bill provides that in competitively negotiated procurements 
the “solicitation of proposals shall be made from two or more sources.” 
While “two or more sources” is thus made the legal requirement for 
a negotiation, the Department of Defense would continue 
to obtain much greater competition, wherever possible, by soliciting 
all qualified sources who possess a reasonable potentiality in the area 
concerned, and would issue regulations to effectuate this policy. 

While the authority for competitive negotiation as an alternative 
to formal advertising is likely to result in a reduction in the use of 
formal advertising, it need not reduce small business participation in 
the military procurement program. Such participation by small busi- 
ness is required by congressional policy and by other legislation, irre- 
spective of whether a procurement is advertised or negotiated. 

Of course, on a adler value basis, negotiated procurements will 
always show a lesser percentage of prime contracts placed with small 
business concerns, because just a few negotiated contracts for complex 
end items, such as ships, aircraft and missiles, will involve tremendous 
amounts of money. However, suppliers to whom competitively nego- 
tiated contracts would be awarded should not differ in character from 
those who secure formally advertised contracts. 

Subsection (e) of section 4(f) of S. 500 expresses a preference for 
performance specifications, yet there are many occasions when the 
use of design specifications or a combination of both design and 

erformance specifications will best serve the interests of both small 

usiness and the Government. For example, there are times when 
the use of performance specifications stimulates small-business par- 
ticipation, and there are other occasions where such participation is 
stimulated by design specifications. Accordingly, in order that pro- 
curing agencies may be free to determine, in the circumstances of 
each procurement, the type of specification which will best serve these 
interests, we have recommended that the second sentence of subsection 
(e) be revised to read : 

In conformance with the above, procurement specifications shall express the 
characteristics of the property, in the simplest practicable terms, using perform- 
ance specifications or detailed design and manufacturing specifications, or a 
combination of both, as appropriate. 

Section 5(c) of the bill would authorize the head of an agency to 
require prime contractors to set aside for small business concerns pro- 

osed subcontracts for property and services needed by the prime. 
Since the components must be designed by the prime, neither party 
knows at the time of making a weapon-system contract what the com- 
ponents will be. Further, when the components become known, or 
even if known at the time of making a contract other than for a 
weapon system, the designation of particular items for small business 
set-asides would tend to extend procurement leadtime and might dilute 
the prime contractor’s responsibility for overall contract performance. 
In lieu of section 5(c), DOD has recommended a more workable pro- 
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vision, in its opinion, to assure the small business community maxi- 
mum opportunity to participate as subcontractors. 

The heart of S. 500 is section 7, dealing with weapon systems. The 
bill recognizes that participation of small business concerns in weapon- 
system procurement lies generally in the subcontract rather than the 
prime-contract area. Specifically, subsection (f) of section 7 directs 
the Secretary of Defense to issue regulations designed to assure small 
business concerns an opportunity to participate as subcontractors or 
suppliers. The Department of Defense favors this provision, but 
has recommended an amendment to make it clear that the determina- 
tion that the selection of small business subcontractors “is consistent 
with successful performance of the prime contract” is one to be made 
by the weapon-system contractor. 

The Department has recommended additional revisions in section 7. 
Although it appears to be the intent of section 7 to give statutory 
recognition to the weapon-system method of management and pro- 
curement as practiced in the DOD, it fails of this objective because it 
places undue emphasis on single management within a department 
and on the procurement of an entire system from a single contractor. 
By this very emphasis, section 7 introduces limitations instead of 
providing flexibility. 

Additionally, such preference for a single prime contractor would, 
for all practical purposes, foreclose small business participation as 
prime contractors in weapon system procurements. The weapon- 
system method of management and procurement is still in the process 
of evolution. No single method or formula provides the answer to 
the management or procurement of weapon systems. The nature of 
the item, the state of the art, “in-house” or contractor capability, and 
the degree of urgency, differ from weapon system to weapon system. 

To emphasize a single weapon-system manager on one hand and a 
single prime contractor, without recognizing capability within the 
Government itself or other contractors, both large and small, on the 
other hand, is unduly restrictive. In this period of evolution, flexi- 
bility of approach is essential. In order to retain this flexibility which 
the Department now has, we have recommended that subsections (c) 
and (d) of section 7 be revised to read as follows: 

The Secretary of each military department is authorized to assign in his 
department the management authority and responsibility for the design, develop- 
ment, and acquisition of a weapon system, without regard to the functions of 
any component of his department, in such manner and to such extent as the 
Secretary may determine. Procurement of a weapon system may be made from 
one or more contractors for all or any portion of the design, development, and 
production thereof. 

In sum, it is sincerely believed that the report on S. 500 which the 
Department has filed with the Senate Armed Services Committee * 
is consistent with the long-standing congressional policy that a fair 
proportion of all purchases should be placed with small business con- 
cerns. In studying and preparing comments on the bill, one of the 
major considerations of the Department of Defense has been the 
interests of the small business community. We also believe the posi- 
tion taken by the ey of Defense on the bill preserves those 
interests in as great a degree as presently exists. 

That is the end of the statement, sir. 


* See appendix I, p. 245. 
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(Summary of reports submitted by Mr. McGuire follows :) 


Summary of reports of large prime contractors participating in the defense 
small-business subcontracting program 





{Amounts in thousands] 



























































| Fiscal year 1957 Fiscal year 1958 
July- January- July- January- 
December June Total December June Total 
1956 1957 1957 | 1958 
{ 
Number of contractors report- | 
ing sues Sgeteseil 257 272 298 264 267 204 
Military ‘contract receipts: | 
From military procure- 
ment agencies....._...__| $6,674,030 | $7,073, 575 |$14, 377, 605 | $7, 529,996 | $7,278,091 | $14, 808, 087 
From business concerns | | 
(under subcontracts) ...e| 1,220, 208 1, 393, 815 q 2, 614, 023 1, 374, 027 1, 296, 803 2, 670, 830 
We 375 ect 3ek cl. 7, 894, 238 9, 097, : 300 16, 991, 628 8, 904, 023 8, 574, 894 7, 478, 917 
Military subcontract and pur- elit? ft yt CUE A i trey ay on iyi 
chase payments: | 
To small business con- 
ea EES ee ee eee 1, 694, 944 1, 867, 328 | 8, 562, 272 1, 743, 665 | 1,498, 733 3, 242, 398 
To other business con- 
dd ndchivurebosand 2, 728, 846 3,022,556 | 5,751, 402 2, 995, 357 2,788,541 | 5, 783, 898 
ac 4, 432, 790 4, 889, 884 9, 313, 647 | 4, 739, (022 9, 026, 296 
= S| > | S == SS ——S=— 
Percent of total receipts paid a | 
out | | 
To small business subcon- 
SN. 205% one cenhiccns 21. 20.5 21.0 | 19.6 | 17.5 18 5 
To other subcontractors - - | 34.5 | 33.3 33.8 33.6 | 32.5 33. 1 
een. is. 2h 2 cbt 56.0 53.8 54.8 53.2 50.0 51.6 
| | 











Nore.—Revised to reports received through Apr. 10, 1959, from all participating companies. 


(The following chart was furnished to the committee by Mr. 


McGuire subsequent to the hearings :) 


Summary of reports of large prime contractors participating in the defense 
small-business subcontracting program 








Calendar year 195 
| Total January- 
June 
Number of contractors reporting 291 267 | 
Military contract receipts: : 
From military procurement agencies _- $14,909,507 | $7,278,091 
From business concerns (under subcontract) 2, 718, 834 1, 296, 803 | 
: ae ‘1, 628, 341 | 574, 894 
Military subcontract and purehees payments: 
To small concerns_-_-- ieee | 3, 069, 926 1, 498, 733 
To other business concerns--_-- 5, 529, 190 ’ 2, 788, 541 
WE o> nos . ~ 8, 599, 116 | 4, 287, 274 
Percent of total receipts paid out: 
To small business subcontractors - - -- 17.4 17.5 
To other subcontractors.....----.------------- 31.4 32.5 
TRE. Aiihddinkb6bedubbblewttine) ob bor etersweccchopecmneess 48.8 50.0 


Norte.—Includes reports received from all participating companies. 
identical contractors in both periods of the calendar year. 


[Amounts in thousands] 




















58 


July- 
December 


257 


$7, 631, 416 
1, 422, 031 


9, OF 53, 447 


1, 571, 193 
2, 740, 649 


4, 311, 842 


Reports were submitted by 233 
These 233 contractors received $17,356,000,000 


or 98.5 percent of total receipts of all 291 companies reporting, and paid out to small subcontractors 


$2,996,000,000 or 97.6 percent of the total paid by all reporting companies. 


The small business ratio for the 


233 identical contractors was 17.1 percent in July-December 1958 and 17.4 percent in January-June 1958. 
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Senator Witu1ams. Thank you. 

I would like to say at this point, Mr. Secretary, that Senator 
Saltonstall, the author of S. 500, certainly wanted to be here, but 
other Senate business prevented that. 

Mr. McGuire. I appreciate that. 

Senator Wiiu1aMs. However, Senator Saltonstall is represented 
by his assistant, Mr. Martin. 

Mr. McGuire. Our position on that, in summary, Senator, is that 
I believe we are, with modifications, in favor of the bill, and our 
modifications are included in the transmission which we made and 
of which we also sent a copy to this committee. 

Senator WixiiaMs. I got the impression from your testimony that 
you were, in general terms, in favor of it. 

Mr. McInarnay, have you questions prepared at this time? 

Mr. McInarnay. Mr. McGuire in the last paragraph on page 3, 
you state that “small business concerns will have every possible oppor- 
tunity to compete for subcontracts.” I am just wondering how we 
can assure ourselves, without completely tying the hands of the man- 
agement in the prime contractor, that small business 

Mr. McGuire. I would like to say this, Mr. McInarnay: This 
subject certainly has not been without controversy in the past years, 
and we are in the process right now of reviewing not only the basic 
suggestions which were sent over and made as a result of the study 
which we asked Small Business to make in this field, and which I 
mentioned in my statement, but also we are reviewing the possibilities 
of some other improvements in the techniques that could be used in 
this field. 

1 have not personally been able to follow in detail the hearings, you 
have conducted here, but I have had reports on the hearings, and it 
seems to me from the reports I have gotten that, from the industry 
point of view, several rather important areas have been touched on 
as possibilities where more tightening up might come in this field. 

I think we will be in a position, and we certainly would report to 
you and review it with you, to show some additional progress, cer- 
tainly by the end of this fiscal vear. 

I think the services also well recognize their responsibilities and 
are quite sensitive to the problem. We have discussed this, trying to 
find ways of doing this. The reason we are making this study is that 
there is no need of our putting our heads in the sand, if you will. 

As a result of the weapons-system concept—and a good man 
people do not understand the concept—but nevertheless, as a result 
of it, there are many contentions as to how it affects small business. 

Part of the program I think we have is to redefine and review those 
meee are taking in this program, to be sure it is as effective as 

ossible. 
. This is rather a long answer to your question, but I have attempted 
to cover more than your question, because of what I thought was in 
back of your question. 

Senator Wiutiams. I notice in your testimony you say you are in 
the process of making supply sources available through an IBM sys- 
tem in the Department. 

Mr, McGutre. That is correct, Senator. 

Senator Witt1ams. When do you expect to have this accomplished 
so that you can in an automatic way find the sources of supply ? 
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Mr. McGuire. I think that was said in reference to our R. & D. 
contracts. 

Mr. Duncan. BuOrd has the approval of the Bureau of the Budget 
to a formal questionnaire that will go out to the companies. They 
have a pilot operation to commence in a short time. 

ARDC of the Air Force has also done extensive research work on 
this, and there is going to bea — next Wednesday in Philadelphia 
on this subject to see there probably the most refined mechanized 
source list, certainly the most refined one that I know of, and one 
which is run by one of the most educated people in the military 
departments on this. 

Fie has conducted one previous meeting on this, in December, and 
we have the initial reactions of the three military departments on 
the feasibility of this, and they are going further into it now, and 
the pilot operation at BuOrd should be underway in a fairly short 
time. 





Senator Wiiu1ams. Have you started the inventory of firms that 
would be in a position to reply ? 

Mr. Duncan. We slueail have an inventory of firms, small firms 
in R. & D. All of the ones which we now have inventoried will be 
in position to reply. 

In addition to that we probably will not only cover more firms, 
but will make it easier for the firms that are now soliciting R. &. D. 
work to present their capabilities, because we can first centralize their 
solicitations better and, secondly, by having a uniform procedure by 
which they submit this, it will prevent their moving in many cases 

nsively and sometimes indecisively and inconclusively in sub- 
mitting their brochures, which vary greatly in quantity and quality. 

But there is one thing in which they do not vary, they are all a lot 
of trouble to get up, and if they knew exactly what we wanted they 
could put it down, one, two, three, and there would be better facility 
for them to submit it. 

Senator Wiu1ams. I think it would be very useful to this com- 
mittee, as a matter of fact the Members of Congress, if, after you 
9 cpen and got this formalized and rolling, you kept us advised 
of it. 

Mr. Dunoan. We certainly shall. 

Senator Wiiu1ams. We, of course, in our position have inquiries 
all the time—— 

Mr. Duncan. Surely. 

Senator Wimu1AMs (continuing). Of people who do not know how 
to reach you. 

Mr. Duncan. We shall. 

Mr. McInarnay. Senator Saltonstall’s assistant asks whether you 
have any information which you can forward to us as to the number 
of employees in the Government work of small business concerns as 
compared with those working in larger concerns engaged in Govern- 
ment work ? 

Mr. McGutre. I do not have that, but I would be glad to sit down 
with you and supply for the record the type of information you want 
or follow up with you on how to get it. 

(The information referred to was subsequently received, and 
follows :) 
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RESPONSE BY THE ASSISTANT SECRETARY OF DEFENSE (SUPPLY AND LOGISTICS) 
TO REQUEST BY MR. WILLIAM MCINARBNAY, BEFORE THE PROCUREMENT SUB- 
COMMITTEE HEARING OF THE SENATE SELECT COMMITTEE ON SMALL BUSINESS, 
ApRIL 24, 1959 
Discussions have been held between Senator Saltonstall’s assistant (Mr. 

David Martin) and Mr. James Robertson of my staff. No data exist in the 

Department of Defense on this subject. A further review with the Small Busi- 

ness Administration and other agencies also reveals that such information has 

not been compiled. Compilation of such data would require a nationwide census 
of all Defense prime contract and subcontract suppliers. 

Mr. MoInarnay. May I digress for just one moment from this 
subject of subcontracting ? 

Mr. McGuire. Certainly. 

Mr. McInarnay. It seems that one problem that is of great interest 
at this time is the question of set-asides in the construction industry. 
The question I have here before me is whether you consider the law, 
current regulations, and the criteria apply to construction in the 
same manner as to other contracts ¢ 

Mr. McGuire. May I answer this question? There is a controversy 
oing on at the moment between the services and the Small Business 

dministration in this matter, and the Small Business Administra- 
tion, as you know, has recently revised the criteria as to what is small 
business in the construction industry, and they have set a figure of 
$5 million. 

This is a matter of history, and it is water over the dam. We op- 
posed this figure, as it will take firms which were classified as small 
usiness and will no longer have them classified as small business. 

So, as a result of that, the tabulations of the contracts placed in this 
field will presumably show less going to small business where, in 

fact, it could be the same amount identically but for the fact that they 
have changed the nomenclature. 

Company A which was a small business before, is no longer small 
business. 

Mr. McInarnay. It is hard enough to keep up with statistics now. 

Mr. McGuire. The Small Business Administrator did this. I am 
not criticizing his judgment. This is within his authority to do, and 
this is water over the dam. 

Now, the problem of the set-asides gets down pretty much to a 
matter of principle, as to what is dain! } 

In the construction business, the Army handles most of the Air 
Force contracts—the Army Engineers, along with its own—and all 
of their contracts are placed for practical purposes on advertised 
bidding, wide-open advertised bidding, sealed bids, with the excep- 
tion of the provision they made, I think it was last November, that 
they would set aside arbitrarily all contracts at a figure under 
$50,000. 

Now, in their tabulation and percentages, they do not include con- 
tracts for repair or upkeep. 

The Navy Bureau of Yards and Docks does, and I have instructed 
General Itschner to make a tabulation, including the ones the Navy 
does, so we get this thing on the same basis. 

I think this would be helpful to you, your committee and your 
staff. 

Sixty-eight percent of the contracts of the Corps of Engineers 
for military construction in fiscal 1958 went to small business. Of 
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the balance, which is 32 percent, about 85 percent did not go to small 
business, due to the fact that the prices of small business were 
higher and, therefore, uncompetitive. Small business had a chance 
at it, because practically all construction work is procured through 
advertising. 

It is my understanding that the contention always has been, of this 
committee, and I admire it, that the purpose of the program is not 
to pay a dollar differential in assisting small business. 

The Bureau of Yards and Docks whose figures include upkeep, 
report that some 89 percent of their contracts go to small business. 

Now, the positions in these two areas of contracting, the Army 
Engineers and the Bureau of Yards and Docks, is that they are doing 
an outstanding job in this field, and that for practical purposes every- 
thing is going to small business. Now, if you had complete set-asides, 
if you will, what would you set aside? You certainly would not want 
to set aside those that are already going to small business because this 
would be wasted effort. It would serve the purpose of making the 
set-aside record look better, if that is the purpose of the program, and 
I do not agree with that, but it would not serve any purpose in the 
area that is not going to small business now where everything is 
advertised and small business is losing them because they are not 
competitive. 

Getting down to it, what they are arguing about, and we have got to 
settle it, come to some reasonable man’s understanding, is what is 
a reasonable proportion or the maximum proportion possible. 

In the case of the Bureau of Yards and Docks of 89 percent, there 
might be another 1 or 2 percent that you might squeeze out of this. 

can give you a personal opinion on this, Mr. McInarnay. I feel, 
and I mean this, we have got a much more fruitful field if we want to 
attack research and engineering, for example, with all zeal and vigor, 
because in construction we are doing an outstanding job now, as shown 
by thenumbers. They prove it in this field but there is still this differ- 
ence of opinion. cb 

Now, in addition, disregarding for the moment the position of the 
services—who think they are doing a good job and do not want an 
administrative burden put on them, as they contend, because they 
believe they are showing they do not need that burden to do the job— 
we have some considerable difference of opinion, as you are aware, in 
industry, in the contracting industry. ’ 

Since this subject has gotten out that there is some difference, I think 
we have upwards of—how many letters do we have in the last two 
weeks on this subject ? 

Mr. Duncan. Eighteen. 

Mr. McGuire. Eighteen; and I understand they ‘are coming in all 
over, so there is a real issue to be decided here on a very conscientious 
basis where there is some difference of opinion in the segments of the 
construction industry. ; 

I think one other point that I might make: I am quite sure, Senator, 
you are aware of this, that in the construction field, of necessity, con- 
tractors do not maintain a constant staff, and also a substantial amount 
of the work that a contractor does is done on a subcontract basis. 

For example, he does not necessarily do plumbing, electrical work, 
stone masonry work, terrazzo work, all himself. He subcontracts that 
out. I think I tried to give you a complete picture of this problem. 
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Mr. McInarnay. How does this compare to the textile industry of 
the Army where, I think, as I recall from last year’s hearings, roughly 
65 percent of that went to small firms? Should we say that in that 
program also we should not use the set-aside program ? 

Mr. McGuire. No, Ido not think so. You have a different problem. 

I have been in the textile business, as you know, and I have done 
some contracting or been associated with that also in the management 
end of the business. 

In the textile industry we are talking here about where you can 

make set-asides and you can get production runs and that type of 
thing, and in the construction business I do not know that you have 
as easy a chance to determine that you have the right competitive 
orice. 
' What is the right price if you set aside and just give it to one seg- 
ment of the industry without checking? In the textile business, if 
I buy a yard of 684 sheeting there are some pretty well-known de- 
nominators of what a yard of 6845 sheeting is worth, by and large. 

Now, this may not be stated in the terms of what the Government 
would buy in a good-sized contract, but, if we were to buy in those 
quantities, we get a ratio difference as against a normal quoted market 
price, and you can also convert this as against a yardstick of a pound 
of cotton, for example. 

You know how many pounds of cotton go into a yard of sheeting, 
for example, or wool into a wool blanket, that type of thing. 

I would not say the two industries were analagous nor that because 
you do it here you would want to do it over there. 

This would be my practical experience in operating in both of 
these fields in private business. 

Mr. McInarnay. The Department of Defense small business sub- 
contracting program, as now constituted, is voluntary ? 

Mr. McGuire. That is correct. 

Mr. McInarnay. Would you be in favor of making this a manda- 
tory program ? 

Mr. McGurre. I would hesitate to give you an out-and-out answer 
on this. 

I can say this to you, we are studying that possibility. When we 
say mandatory, I think we have to specify what you are making man- 
datory. I think, for example, that we should require large prime 
contractors to have a small-business program. 

Now, when I start out and say, as a dint statement that there shall 
be mandatory subcontracting to small business, I am really not talking 
about a specific contract. I can do this with a contract, and I know 
what Iam doing. But, when I do it through a general policy, I may 
find myself committing myself legally to something that I cannot 
perform. 

I think that certainly we ought to be able to require that there be 
a small-business program, as such, and that it be reviewed and be a 
consistent program. 

It has been one of the contentions that it has not been, although 
I am informed that, in some of the testimony of some of the witnesses 
you had here before this committee—and I congratulate the com- 
mittee in bringing this point out so it is understood—some of them 
have demonstrated they have some fairly good programs that are 
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operating, at least in my opinion, and I am not evaluating it for 
the committee. 

Mr. McInarnay. Well, if the program were mandatory—first, as 
the program stands now, is it not true that, if it became evident 
in your eyes that a certain tightening up of the program was called 
for, you would also have to consider this question: if we tighten it up, 
won't some of these companies get out altogether. 

Mr. McGuire. No, I do not think so. If we tighten this up, and 
we pursue it the way I see it coming, the tightening up of it would 
not, if I understand your point, mean that a company would not 
contract with the Government. 

Mr. McInarnay. No; I do not mean that. I mean that they may 
voluntarily subscribe to this program, subcontracting program. 

Mr. McGuire. Yes. 

Mr. MoInarnay. If you make it a little tougher they might change 
their minds. 

Mr. McGuire. I do not think so. I think that some of the, shall 
I say, ghosts under the bed have been worn out of this thing, and 
people are not getting quite as concerned. North American, for ex- 
ample, have done a good job in this field and demonstrated that it 
has not hurt their position, and this is one of the purposes, if you will 
recall, that we started to make this study that has been completed 
recently, so that we would be able to develop from some companies 
that had programs a sort of experience manual to show people what 
we are talking about, rather than talking about intangibles. 

I mean, when you start talking about a program in this field, the 
logical question is “What are you talking about ?” 

If you can be specific and show them and tell them how to do it 
and point out examples, I do not think we will have some of the prob- 
lems we might anticipate in this. 

Mr. McInarnay. Can we safely say that one of your ideas, at least 
under consideration, is changing this to a required program 4 

Mr. McGuire. It is. 

Mr. McInarnay. And there are other 

Mr. McGuire. You can safely say that, and I will agree with you. 

(Laughter. ) 

Mr. McInarnay. And there are other changes also; isn’t that 
correct ? 

Mr. McGuire. Yes. We are reviewing other phases of the sub- 
contracting program also. 

Mr. McInarnay. Are you prepared to go into any of the other 
changes that you are considering / 

Mr. McGuire. Well, I will touch lightly on one, and I warn you 
that we could discuss this for hours and hours and hours. 

As you know, the basic philosophy is that, when you subcontract, 
you do not get the same margin of profit, presumably, on what you 
subcontract as on work done in your own plant. 

This is, I believe, sound and consistent. We do not allow interest 
on money, for example, and the thing somewhat falls in the same cate- 
gory that you would not allow the same margin of profit on what is 
not done in your facilities where you do not have a capital investment. 

We are trying to find out if we can find some reasonably sound 
approach to saying, where a fellow does an excellent job in subcontract- 
ing in the small business area and labor surplus areas, that he might 
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get better consideration than being just a subcontractor per se off 
the shoulder, and, also, if he does not do that, that he might get 
normally less than what we are paying. 

This is a pretty difficult thing to get into a broad policy, but we 
are playing with this idea. 

r. McInarnay. One of the witnesses made the statement that he 
had seen in writing—lI do not recall where, but it was at a Government 
procuring agency—the policy that less subcontracting would be in the 
interest of the prime contractor being considered. 

Does this ring a familiar note to you at all ? 

Mr. McGuire. It does not; no. I know we are rather specific, that 
in the matter of subcontracting, this is well known, and has been a 
long continuing—I believe it has been, well, it was our policy during 
World War II in the contracts we let there, and it has been that on 
subcontracted work we do not pay as much as if the man does it in 
hisown plant. Ithink thisis sound. 

I also believe that there is some inconsistency here with the push to 
get subcontracting, and we are trying to find a solution to make this 
thing balance and work, I think, more effectively from the sub- 
contracting point of view. 

As to the point that the Department of Defense has a policy which 
says that we shall not pay attention to subcontracting to small busi- 
ness, this is not true. I would like to see that statement someplace, 
have someone produce it. 

Mr. McInarnay. What of the accuracy of the reporting under the 
small-business subcontracting program? Do you think that the figures 
being reported are sufficiently accurate to get a clear picture? 

Mr. McGuire. They represent about 85 percent of the total prime 
contractor business we place, and, speaking as to the mathematical 
accuracy down to a dollar, I just will not get into that, because I have 
no reason to believe that the people are spending any time other than 
just getting these figures together and reporting them. 

I think if they were to be inaccurate, probably the figures would be 
a lot higher and more favorable in that respect, and I have no reason 
to believe that anybody—TI do not know that there have been some 
contentions they are not accurate. 

Mr. McInarnay. It has been discussed. I do not think it has been 
discussed as something that was happening intentionally. 

Mr. McGuire. I would say that as a measuring yardstick to serve 
the purpose of evaluating this, that they are accurate in that context. 

Mr. McInarnay. Well, the chart which you made a part of the 
record indicated that 2 years ago—— 

Mr. McGuire. That is right. 

Mr. McInarnay (continuing). 21.5 percent was being subcon- 
tracted to small business and, I think, in the most recent 6-month 
period the figures were down to 17.5. 

Mr. McGuire. 17.5. 

Mr. McInarnay. Do you attribute this 4 percent decline to an 
addition to the complexity of the items or the use of the weapons 
system or a sharpening of the accuracy of the figures? 

Mr. McGutre. No, I do not think the reporting of the figures is 
any different. I think that several things have happened here. We 
have tried to analyze this. ' 
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We have broken some of these figures out, and we would be glad 
to give the committee the figures as we have broken them out, but a 
substantial part of the weight of this decline came out of the aircraft 
industry. 

We have had substantial changes in programs in the aircraft in- 
dustry, and bear in mind that these figures are figures on payments, 
and the payments are not necessarily in sequence with the orders as 
given. They are the result of orders given, and I would be hopeful— 
I cannot commit myself, because I am not that good—that this figure, 
I told you that we think on a preliminary spot check of these early 
reports that are in, that the figure for the July-through-December 
period of 1958 will be about at this point, and we had a considerable 
readjustment of the defense programs in this period that the pay- 
ments are being made for now. 

We think there is a substantial possibility that we have hit a bottom 
point, and we would climb back up again. This is my hope and I 
want to say advisedly it is a hope, but I do not think it is a pious hope. 

Mr. McInarnay. It is true that the concept of weapons-systems 
procurement has undergone any significant changes in the minds of the 
various military procuring officials? Have there been, in other words, 
any substantial modifications in the thinking in the military, not along 
the lines of throwing out the weapons system and going back to 
GFE 

Mr. McGuire. I have not heard that one proposed. 

Mr. McInarnay (continuing). But just in changing the—— 

Mr. McGume. Well, I think if I understand what you mean, you 
must bear in mind that this whole weapons-system-procurement phi- 
losophy, plus the items that they are dealing with, are new, and we 
are learning in this field, and some of these things are changing on 
that, but I do not know of any major philosophy change. 

We have so many different kinds. The Polaris method of procure- 
ment is different from some of the others, for example, and I think 
where some of the misunderstanding comes here is that people are apt 
to think that terminology “weapons system” is something that is 
written precisely and all of them are identical. They are not. 

They are adapted to suit the purposes, and sometimes the emphasis 
on the manager comes from the prime contractor; sometimes, as in 
the case of the Polaris system, the emphasis is more on the side of the 
Navy, we could argue. 

So I do not think there is the consistency to a so-called weapons- 
system procurement in format that there is to, let us say, advertised 
procurement, where you just write the specifications and put a bid out 
on a board and mail it to X number of people or give it to X number 
of people who would like to bid on it. 

Would you agree with that, Jim ? 

Mr. Bannerman. That is correct. It provides different types of 
weapons-systems contracts. 

Mr. McInarnay. In Polaris you say the emphasis was on the Navy 
in that particular type of weapons system ? 

Mr. McGutre. Well, the emphasis there is on several major manu- 
facturers who are in on this concept of the thing. 

Bear in mind that the Polaris system itself involves a shift, it in- 
volves an atomic power plant, and it involves also a weapons system 
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and, furthermore, it involves a weapon to be fired from what is 
essentially an unstable platform, but, in order to fire it, you must 
have it on a stable platform; so there are many aspects of this thing 
in addition to the aspects that you would find in a normal, shall I call 
it, a free standing missile that is not subject to those environment 
conditions. 

I am not a missile expert, as you know. 

Mr. McInarnay. Is it possible under the present reporting system 
of the subcontracting program to include commercial subcontracting 
figures in military reports? 

Mr. McGuire. I wonder if you could clarify what you mean by 
that? Iam notclear in answering you. 

Mr. McInarnay. I am not sosureI can. I have it typed out here 
for me. 

Mr. McGutre. I do not quite understand what you mean by com- 
mercial. 

Mr. McInarnay. Well, the commercial business, I assume. 

Mr. McGuire. You mean that the company does 

Mr. McInarnay. Yes. 

Mr. McGutre. (continuing). Personally? I do not think we have 
any license to ask a company to supply that. That is their own 
private business. 

Mr. McInarnay. No, I think the question was meant to be whether 
the methods by which figures are presently reported are strong enough 
to preclude the vossibility that commercial subcontracting figures 
might be adaded in the prime’s report. 

Mr. McGuire. You mean as to whether or not in the reporting of 
these figures the contractor includes in this, if he is in the commercial 
business, what he does? I doubt if this is being done knowingly, and 
I am quite sure if it were brought to the attention of anyone that the 
company would be the first one to admit that it did not belong in there. 

Now, there may be cases of misinterpretation that you will find, but, 
as a matter of general practice, I do not think they would be doing 
this because most of your records, I would suspect, would be kept 
on your military-contract operation. 

Mr. Duncan. May I add, sir, that the form, the DD-1140 form on 
which these figures are compiled and forwarded, clearly confine the 
compilation to military contracts and disbursements against those 
contracts. Only in the case of error would commercial transactions 
be included. 

Mr. McInarnay. Are the prime contractors in agreement, in con- 
formity with the Government definitions of small business for pur- 
poses of reporting these figures ? 

Mr. MoGronm. So far as I know they are; yes. 

As a matter of fact, I find very often in talking to these people that 
they know more about some of these things than—they are very well 
up to date on them. They are much more knowledgeable than you 
would expect, and I also found some that were not. 

Mr. McInarnay. Do we have for the record what the SBA recom- 
mends, you would say, that is not adaptable to defense subcontracting ? 

Mr. McGuire. We would be glad to give you the status of where 
they stand now. There are some cases where we say they are not 
adaptable and we believe that the modification of certain language, 
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a better understanding of the contract requirements, will make them 
adaptable, and we would be glad to give them where we stand now and 
what the problem is to the committee. Is that what your desire is. 
Mr. McInarnay ? 

Mr. McInarnay. Yes. 

(The information referred to was subsequently received and 
follows :) 


SMALL BUSINESS ADMINISTRATION RECOMMENDATIONS ON THE DEFENSE SUB- 
CONTRACTING SMALL BUSINESS PROGRAM 


A. The following are the recommendations : 

1. Line 4 of ASPR 1-707.3 should be changed to read: ‘“‘* * * will be required 
by the purchasing activity * * *.” [Italic added.] 

2. In ASPR 1-707.3(i) (B) the utilization-of-small-business-concerns clause be 
changed to read as follows: “(b) The contractor agrees to accomplish the 
maximum amount of subcontracting to small business concerns that the con- 
tracting officer and the contractor jointly find to be consistent with the efficient 
performance of this contract.” 

3. ASPR 1-707.3(ii) should be changed to read as follows: “In order to 
assure that small business concerns will have an equitable opportunity to com- 
pete for subcontracts, all small firms requesting permission to bid and who have 
not been disqualified through actual survey, will be granted an opportunity. 
In the event the bidders list is so large as to preclude utilization of the entire 
listing, the rotation system will be used in the same manner as required under 
ASPR for Government contracting officers; also the establishment of policy to 
assure that small business concerns have an equitable opportunity to compete, 
with particular regard to time for the preparation of bids, quantities, specifica- 
tions, and delivery schedules, suitable to small business participation.” 

4. ASPR 1-—707.3(vi) requires submission of information on form DD 1140 on 
subcontracting to small business. It is recommended that this form include 
the amount of subcontracting to small business by contract number, dollar 
volume, and item description, and such records on each individual contract be 
made available upon request to military representatives or the Small Business 
Administration. 

B. The following are additional recommendations that should be made a part 
of ASPR 1-707: 

1. The requirement that the small business liaison officer of the prime con- 
tractor participate in this capacity in all decisions pertaining to “make or 
buy” as well as supervise the small business program of the procurement divi 
sions of his company. 

2. Provision should be made that before facilities contracts are awarded 
either to prime or subcontractors, definite evidence be required that such fa- 
cilities are not already in existence in small business firms. 

3. That the existing forms used by the Military Department, entitled “De 
fense Subcontracting Small Business Checklist” be completely revised in a 
manner that permits factual reporting, covering all points of the defense sub- 
contracting small business program; these reports to be submitted through the 
appropriate Military Department to OASD (S. & L.)and information from these 
reports made available through these sources to the Small Business 
Administration. 

4. That the defense subcontracting small business program: include the pro- 
vision that the Small Business Administration may assign on a full or part- 
time basis an SBA representative in appropriate plants of the large prime 
contractors as defined in ASPR 1-707. 

5. The requirement that all potential contractors submitting proposals on 
procurements anticipated to be $1 million or more submit to the contracting 
official a list of all subcontractors and sub-subcontractors by name, location, and 
size (large or small) and which subcontracts or sub-subcontracts are anticipated 
to be $500,000 or more. 

The copy of the list as submitted shall be transmitted to the Small Business 
Specialist of the appropriate military department (ASPR 1-707.4) and the 
appropriate SBA regional office in the geographic area of the prime contractor. 
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6. ASPR 3-101(xv) should be changed to provide for the additional con- 
sideration as follows: “consideration of the extent of subcontracting to small 
business concerns.” 

These above recommendations are made for the purpose of placing the sub- 
contracting program of the major primes on a similar basis as now required 
of the Government’s contracting officers by regulations. 


DOD CoMMENTS ON SBA RECOMMENDATIONS 


We have found that there is useful material in recommendations A-1, A-3, 
B-1, B—5, and B-6, and are currently working toward the incorporation of such 
material into our regulations relating to subcontracting. 

Two of the recommendations relate to forms: A-4 to the form DD1140 and B-3 
to the small business subcontracting program checklist. The burden of sup- 
plying the detail suggested for addition to the form DD1140 is considered dis- 
proportionate to benefit. However, we expect to reappraise existing forms when 
we have had experience with the Air Force’s new subcontracting program, and 
will then discuss with SBA the form DD1140. The recommendations respecting 
the small business subcontracting program checklist are quite general. We 
are about to enter into discussions with SBA designed to translate the sugges- 
tions into more specific terms. 

Recommendation B-2 would amend the wording of our policy on facilities. 
We consider that the policy, as embodied in ASPR 13-102.3(a), is sound and 
effectuates, in general, the same objectives sought by SBA. Should SBA desire 
to offer suggestions respecting the existence of facilities in specific cases, we 
shall be glad to consider these suggestions together with other factors in ar- 
riving at a decision on whether to authorize additional facilities. 

We regret that we are unable to derive benefit from recommendations A-2 
and B-4. 


Mr. McInarnay. I have no further questions. 

Senator Wiui1aMs. We have two portions of prior testimony that 
we would like to have your comments on. I do not know whether the 
people with you have had an opportunity to follow all of the testi- 
mony. I am sure that it certainly has not all come to your attention, 
Mr. Secretary. 

First of all, Senator Saltonstall seeks your comments on two por- 
tions of Mr. Kaplan’s testimony and, perhaps, if we could indicate 
that testimony to you, you could offer your comments either now, if 
you care to, or later. 

Mr. McGutre. I do not want to be evasive on that, Senator, but if I 
could, if you would indicate the areas in which you would like our 
comments I would like to make them, but not here, necessarily, because 
I do not know the context in which they were made, and I would want 
to read the whole statement before commenting on any part of the 
statement. Is that agreeable with you? 

Senator WituiaMs. All right. If we could refer to the particular 
portions then, of course, you would be able to identify it, the total 
testimony of Mr. Kaplan. 

Would. you like to indicate that, Mr. Martin? 

Mr. Martin. This was the testimony of Sidney M. Kaplan, presi- 
dent of Systems, Inc. 

Mr. Duncan. What page are you on? 

Mr. Martin. Have you a copy of it? On page 2 of his 
testimony, as he gave it in prepared form, in the paragraph beginning 
in the middle of the page, the sentence which starts “May I suggest 
at the outset,” and running on there for three or four sentences in 
which he makes some comments about subcontract statistics. 
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Mr. Duncan. How far down do you want to go? 

Mr. Martin. Down through the sentence which ends “economically 
and efficiently.” 

Mr. Duncan. Yes, all right. 

Mr. Martin. Then on page 5 of his testimony, as he offered it in 
mimeographed form, the paragraph which starts on page 5, “The 
third major cause which I cited previously,” and so forth, running 
through the words “to the problems facing us,” in line 4 on page 6. 

Mr. Duncan. Ail right. 

Senator Wiiu1aMs. Is that a sufficient identification ? 

Mr. McGuire. I think so. 

(The information referred to was subsequently received, and 
follows :) 


COMMENTS BY THE ASSISTANT SECRETARY OF DEFENSE (SUPPLY AND LOGISTICS) 
ON STATEMENT OF Mr. 8. M. KAPLAN, PRESIDENT OF SYSTEMS, INC., ORLANDO, 
FLA., BEFORE THE PROCUREMENT SUBCOMMITTEE HEARING OF THE SENATE SELECT 
COMMITTEE ON SMALL BUSINESS APRIL 23, 1959, AS REQUESTED DURING THE 
APPEARANCE OF SECRETARY MCGUIRE BEFORE THE SUBCOMMITTEE ON APRIL 24, 
1959 


Mr. Kaplan’s statement (taken from p. 2 of his prepared statement) on which 
Defense reaction was requested : 

“May I suggest at the outset that the subcontract statistics often cited by 
Defense agencies or large prime contractors must be carefully interpreted. By 
far the bulk of this subcontracting represents purchased parts and components 
rather than true subcontracting. True subcontracts, either “engineering” or 
“hardware” types, are not let in any appreciable amount to small business. 
These subcontracts, however, are the very types which would be beneficial to 
small businesses and which they would be in an ideal position to accomplish 
economically and efficiently.” 

Comment.—The object of the small business subcontracting program is to 
bring small firms into the military production program in accordance with 
their ability to contribute to it. The subcontracting reports to the Department 
of Defense do not attempt to indicate the nature of the subcontracted work ; how- 
ever, the $3.2 billion of subcontracting placed with small firms in fiscal year 
1958 could hardly be confined to purchased parts and simple components. 

Mr. Kaplan’s statement (taken from pp. 5-6 of his prepared statement) on 
which Defense reaction was requested : 

“The third major cause which I cited previously related to methods for 
research contractor selection and has a direct bearing on the even lower small- 
business participation in research and development. Directly connected with 
the subject of this hearing, and underlying all discussions of defense research 
and development, and apparently not even considered by the drafters of S. 500, 
is the tremendous amount of the top technical talent of Government evaluation 
teams and industry which is senselessly wasted in competition for defense and 
space programs. Price competition, the real basis for our competitive system 
in business, has been eliminated, because cost-plus-a-fixed-fee is the type con- 
tract in current use. There can be no real evaluation or decision as between 
qualified competitors. A determination of technical superiority cannot be in- 
telligently derived from written proposals and staged presentations. Technical 
competence in a given field can be determined objectively in the absence of the 
high pressure sales atmosphere surrounding specific job competition. Even 
rotation of awards among firms of established competence would make more 
sense than the present system, which fosters the use of technical talent in 
nonproductive sales effort at the expense of technical application to the prob- 
lems facing us.” 

Comments.—Mr. Kaplan’s remarks bring into question the problem of the 
considerations which should influence the selection of R. & D. contractors. 

He points to the equitable distribution of work to “qualified competitors” as 
preferable to awarding such work to persons of the “highest technical compe- 
tence.” 
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Our analysis of the same problem has resulted in a different conclusion, i.e., 
that the most important consideration in the award of research and develop- 
ment work is the technical qualification of the proposed contractor to perform 
the particular work. 

This problem was also the subject of attention by the governmentwide task 
force for the review of Government procurement policies and procedures. In 
its final report on this subject dated February 12, 1959, entitled, “Report on 
Small Business Participation in Government-financed Research and Develop- 
ment Programs,” it is stated: “Defense or defense-related research and devel- 
opment work must be performed by organizations best qualified from a technical 
standpoint to perform rapidly and well in order that we may achieve the most 
advanced military products within the shortest possible time.” As indicated 
ubove, the DOD concurs in this conclusion. 

Our independent analysis of the problem has led us to the conclusion that 
it is essential that the Government maintain a general awareness of the quali- 
fications of firms to perform such work, but that specific requirements necessi- 
tate the particularization of the general knowledge to the actual requirements 
of the particular mission. 

The “qualifications” of potential contractors must be conveyed to the Govern- 
ment by some means and over a period of years we have found that the presen- 
tation of qualifications by brochures and by presentations of a bidder’s technical 
personnel are effective means. We have felt the need particularly to have 
conveyed to us the technical capabilities of smaller firms. 

Senator Wixi1aMs. My interest was in Mr. Estok’s testimony which 
you would have to get the record on, because he was not talking from 
a prepared statement, at the point where he generally indicated the 
Western Electric Co. 

Mr. Duncan. On the NIKE thing? 

Senator Wii1ams. On the NIKE and, I think, the SAGE system, 
too. Are they both Western Electric Co. contracts? 

Mr. McGutre. Yes. 

Senator Witui1aMs. And his indictment was rather broad and cov- 
ered many failures. The one, the fact which he stated as fact, that 
the systems are not operational frequently or repeatedly, I do not know 
which he said, because they just have not manufactured the parts. 

He said SAGE was obsolete, and I think one of the reasons he 
stated it was obsolete was that offensive capability had advanced be- 
yond the defensive aspects of the SAGE system. 

But, on the NIKE, he had a list of the articles, component parts, that 
are out of supply and necessary for the system. I think if you could 
examine the record, we would like to have your comments. 

Mr. McGuire. I will do so, Senator. 

Senator Wini1aMs. I think we can conclude, with thanks for your 
cooperation. 

Mr. McGuire. Could I make an observation, Senator ? 

Senator WiiutaMs. Yes, sir. 

Mr. McGutre. I would like to bring to the attention of the chair- 
man the fact that in our statement which was prepared we commented 
on the set-aside, the joint set-aside program going over $1 billion for 
the first time. 

To me this is very important, because this is the result of the effort 
to set this aside so that small business, there can be no argument but 
that they have a fair chance at this. 

It was brought to my attention this morning that in Mr. Barnes’ 
presentation he pointed out that this was brought about through the 
activities of the Small Business Administration. I am sure this is 
an oversight on his part because this is a joint program, and even— 
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I think we would be shy in saying only that we had a very minimum 
part in achieving this $1 billion. We are rather proud of it from the 
point of view of the military. 

Senator Witxiams. All right. We will certainly accept that state- 
ment. I guess we all puff our wares a little. 

Mr. McGoutre. I could not resist getting this in, Senator. 

Senator WmuiaMs. Allright. Thank you very much 

Mr. McGuire. Thank you very much for your help. 

Senator Witiiams. The committee is now adjourned, subject to the 
call of the chairman. 

(Whereupon, at 4:35 p.m., the subcommittee adjourned, subject to 
the call of the Chair.) 
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LETTER OF APRIL 23, 1959, WiTH ENCLOSURES, TO SENATOR RICHARD B. RUSSELL, 
CHAIRMAN, SENATE ARMED SERVICES COMMITTEE, FROM GENERAL COUNSEL OF 
DEPARTMENT OF DEFENSE, GIVING VIEWS ON S. 500—SUBMITTED FOR RECORD BY 
HON. PERKINS McGUIRE, ASSISTANT SECRETARY OF DEFENSE (SUPPLY AND 
LOGISTICS ) 

GENERAL COUNSEL OF THE DEPARTMENT OF DEFENSE, 


Washington, D.C., April 23, 1959. 
Hon. RIcHARD B. RUSSELL, 


Chairman, Committee on Armed Services, 
U.S. Senate. 


DeaR Mr. CHAIRMAN: Reference is made to your request for the views of the 
Department of Defense on S. 500, 86th Congress, a bill to amend title 10 of the 
United States Code with respect to procurement procedures of the armed serv- 
ices, and for other purposes. 

The comments of the Department of Defense on each section of S. 500 are as 
follows: 


Section 1 
This section, which states the short title of the bill, is unobjectionable. 
Section 2. Declaration of policy 


2(a) This subsection, which states that the Department of Defense should 
make purchases of commercial or industrial products on the open market con- 
sistent with requirements and standardization programs, is in line with present 
policy and is acceptable. 

2(b) This subsection states as congressional policy that methods of procure- 
ment will be used which assure such competition as is consistent with the needs 
of the agency, the character of the items being procured, and their commercial 
or industrial environment. Additionally, the subsection states the policy that 
such competition shall be “in conformity with the Nation’s free enterprise 
economy.” This phrase is not clear as a direction to the conduct of business. 

2(c) The policy expressed in subsection (c) is unobjectionable. No objection 
can properly be made to stressing in the procurement of weapon systems the 
objectives set forth in (i) or in providing in (ii) for incentive arrangements to 
accomplish such objectives. 

The use of the word “compensation” in this subsection seems inappropriate. 
The variable factor in incentive arrangements is profit or fee, even in the fixed 
price field. Substitution of “profits or fees’ in lieu of “compensation” is recom- 
mended. 

However, subsection (c) introduces a new term in procurement; viz, “opera- 
tional system,” defined later in section 7. The new term is apparently designed 
as a substitute for “weapon system.” Inasmuch as “weapon system” has been in 
use in the military departments for about 10 years, has acquired many now 
familiar connotations, and is mentioned innumerable times in our regulations, 
it would be advantageous and would avoid confusion if “weapon system” were 
continued in use. Consequently, we urge substitution of “weapon system” for 
“operational system” wherever the latter appears in the bill. 

2(d). Subsection (d) continues the present congressional policy that a fair 
proportion of purchases should be made with small business concerns. It is 
unobjectionable. 
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Section 3. Competitive negotiation 


As written, this section places competitive negotiation on a par with formal 
advertising. It provides that procurement by either method, formal advertis- 
ing or competitive negotiation, shall be so made as to effectuate the policy 
declared in section 2(b), the meaning of certain aspects of which, as earlier 
noted, is obscure and needs clarification. 

The section-by-section analysis of the bill which Senator Saltonstall read 
into the Congressional Record points out that this section “would restore logic 
to the law by authorizing and requiring competitive negotiation as a proper 
method of procurement alternative to formal advertising * * *.” At the same 
time, the analysis also states that “the bill is not designed to reduce the pres- 
ent requirement or use of formal advertising.” It is the view of the Depart- 
ment of Defense that as the proposed amended section reads, and in the light 
of the analysis statement that competitive negotiation is intended to be alter- 
native to formal advertising, the effect of section 3 would be to authorize com- 
petitive negotiation in cases where formal advertising has heretofore been 
used. Therefore, a reduction in the use of formal advertising is likely. 

The competitive negotiation contemplated by this bill is the technique already 
employed by the Department of Defense for the use of competition, where com- 
petition is available, in negotiated procurements. It has proved especially 
useful when it is felt that industry may have developed new products or proc- 
esses of which we are not fully informed and thus cannot specify initially in an 
invitation for bids. 

This recognition of competitive negotiation would permit the Department 
to report its procurements to the Congress and the public in a manner more 
representative of the character of the procurements employed. The Depart- 
ment has long felt that the necessity of reporting all procurements which do 
not meet the strict rules of formal advertising as “negotiated” procurements 
has’created a serious misconception in the public mind; i.e., that competition 
is obtained only under formal advertising. It is believed that this recognition 
of competitive negotiation would permit the Department to report more clearly 
what in fact it does and thus correct the above-mentioned misconception. 

The Department favors this provision of the bill. 


Section 4. Formal advertising ; competitive negotiation ; specifications 

Section 4 amends section 2305 of title 10 of the United States Code. 

4(a). This subsection amends present section 2305(a) by redesignating it as 
2305(a)(1) and adding new legal authority. It recognizes as formal advertising 
the method of procurement known as small business restricted advertising, 
thereby eliminating its present classification as a negotiated contract under 
either 2304(a)(1) or (17), depending upon whether the total set-aside was 
unilaterally or jointly made. This is desirable. 

However, the phrase “unless the head of the agency determines that such re- 
strictions would not be consistent with the requirements of the agency” should 
be deleted. It places undue emphasis upon small business restricted advertising 
and should be optional without requiring a finding by the head of the agency. 

In addition, it is recommended that the word “require” in the first sentence of 
this subsection be changed to “used,” since competitive negotiation by the pre- 
vious section is established as an alternative to formal advertising, and the bill 
does not ‘“‘require” one or the other. 

4(b). This subsection repeals the present 2305(b), the Spence rider to the 
Small Business Act Amendments of 1955, which provides that an invitation is 
invalid and no award can be made if the specifications in an invitation for bids 
do not “carry the necessary descriptive language and attachments, or if those 
attachments are not accessible to all competent and reliable bidders.” The repeal 
of this provision which overstresses the use of detailed specifications is desirable. 

4(c). The designation of this subsection as “(c),” which has inadvertently 
been omitted, should be inserted in the bill. This subsection merely redesignates 
the present 2305(c) as 2305(a) (2). 

4(d). This subsection sets forth certain procedures for competitive negotia- 
tion. They are generally consistent with present departmental procedures and 
policy and are not objectionable. It is recommended, however, that the word 
“required” in the first sentence of (b) (1) be changed to “used,” for the same 
reason as set forth in the comment under 4(a). 

It is also recommended, consistent with the provision in section 4(a) which 
would permit formally advertised procurements to be restricted exclusively to 
small business concerns, that specific recognition also be given to similar small 
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business set-asides in competitively negotiated procurements. This would give 
statutory authorization for small business set-asides unilaterally made by a 
military department which, presently, are only authorized under the national 
emergency exception, section 2304(a)(1). Thus, the authority for such small 
business set-asides would be permanent rather than depending upon the existence 
of a national emergency. 

Accordingly, it is recommended that the following sentence be added at the 
end of new subsection (1) added by section 4(d) : 

“Requests for proposals in any purchase to be made by competitive negotia- 
tion may be restricted to small business concerns.” 

4(e). This subsection, which merely provides that any bid or proposal evi- 
dencing an antitrust violation shall be referred to the Attorney General, is 
unobjectionable. 

4(f). This subjection 2305(d), which provided that formal advertising and 
competitive negotiation shall be conducted in accordance with regulations pre- 
scribed by the Secretary of Defense, is unobjectionable. It should be pointed 
out, however, that chapter 137 of title 10 of the United States Code applies to 
the purchases and contracts not only of the military departments but also of 
the Coast Guard and the National Aeronautics and Space Administration. It is 
assumed that it was not intended in this subsection to require those agencies to 
be governed by regulations prescribed by the Secretary of Defense. It is rec- 
ommended, therefore, that after the words ‘‘Formal advertising and competitive 
negotiation,” in the proposed section 2305(d), there be inserted the following: 
“within the Department of Defense.” 

Proposed subsection (e) expresses a preference for performance specifications, 
yet there are many occasions when the use of design specifications or a combina- 
tion of both design and performance specifications will best serve the interests 
of the Government. For example, there are times when the use of performance 
specifications stimulates competition and there are other cases where competi- 
tion is stimulated by design specifications. Procuring agencies should be free to 
determine whether, in the circumstances of each procurement, the use of per- 
formance specifications, design specifications, or a combination of both, would 
best serve the interest of the Government. It is recommended that the second 
sentence of subsection (e) be revised as follows: 

“In conformance with the above, procurement specifications shall express the 
characteristics of the property, in the simplest practicable terms, using perform- 
ance specifications or detailed design and manufacturing specifications, or a com- 
bination of both, as appropriate.” 


Section 5. Kinds of contracts 


5(a). This subsection provides that except for cost-plus-a-percentage-of-cost 
contracts (which may not be used), the head of any agency shall make the kind 
of contract that he considers will promote the best interests of the United States. 
It is unobjectionable. 

5(b). This subsection eliminates the present necessity for making determina- 
tions of likely lesser costs or of impracticability of other types of contracts, 
before making cost-reimbursement type contracts for experimental, develop- 
mental, or research work. It also eliminates the requirement of a similar deter- 
mination as a condition precedent to making an incentive contract. The Depart- 
ment of Defense favors this provision. 

5(c). This subsection authorizes the inclusion in any prime contract of a 
provision that competition in the procurement of “any property or services 
needed by the prime” shall be restricted to small business. At the time of mak- 
ing of contracts for complex items such as weapon systems, the Government 
does not know what components will be in the system. In fact, the components 
are subject to design by the prime contractor and are not known by either party 
at the time of contracting. It would be impossible in such contracts to identify 
set-asides for small business. Further, when the components under a weapon 
system contract become known, or even if known at the time of making a con- 
tract other than in connection with a weapon system, it would be an adminis- 
trative burden to designate particular items for set-asides; it would delay 
performance and might possibly dilute the prime contractor’s responsibility for 
overall contract performance. Moreover, this provision is inconsistent with the 
purpose of the bill; i.e., to speed up the procurement process. In sum, the pres- 
ent practice of urging the contractor to subcontract to small business through 
the “encouragement” clause is more practical! than this provision. It is recom- 
mended that the following be substituted in lieu of section 5(c) : 
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“(f) All cost-reimbursement type contracts and all fixed-price type contracts 
in amounts exceeding $5,000 (except those entered into with foreign contractors 
to be performed outside the United States, its Territories, its possessions, and 
Puerto Rico) shall provide that the prime contractor agrees to accomplish the 
maximum amount of subcontracting to small business concerns that the prime 
contractor finds to be consistent with the efficient performance of the contract.” 


Section 6. Delegation 


This section authorizes delegation by a Secretary of any power under chapter 
137 except the power to make determinations and decisions under 2304(a) (16). 
A determination and decision under 2304(a) (13), however, should also be made 
at the secretarial level, since the authority to negotiate procurement of one 
manufacturer’s product to the exclusion of others should be carefully guarded. 
Consequently, we feel that determinations and decisions under section 2304(a) 
(13) should continue to be made by the Secretary. Additionally, experience in 
the use of this section may suggest in the future that determinations and de- 
cisions under other exceptions should be made at the secretarial level, and in 
such a case, this would be achieved by Department of Defense regulation. In 
light of this, section 6 should be amended by adding “clauses (13) and” after 
the phrase “make determinations and decisions under.” 

The delegation of secretarial determinations and decisions, where such dele- 
gation is proper, will eliminate a lot of unnecessary paperwork. It will improve 
the efficiency and effectiveness of responsible people at different and varying 
levels of authority by freeing them of the present time-consuming burden of 
reviewing the volume of papers now going forward to the Secretary for decision. 

The enactment of this section is favored. 


Section 7. Procurement of operational systems 


This section is the heart of S. 500. Although it appears to be the intent of 
section 7 to give statutory recognition to the weapon system technique of pro- 
curement and management, as practiced in the Department of Defense, it fails 
of its objective because it places undue stress on single management within a 
department and on the procurement of an entire system from one contractor. It 
is the position of the Department of Defense that section 7 is too restrictive. 
Any definition of a prescribed method of management and procurement of 
weapon systems carries with it the implication that other methods of manage- 
ment and procurement are precluded. By the emphasis employed in section 7, 
it introduces limitations instead of providing flexibility. It is important to note, 
in this respect, that the weapon system method of management and procurement 
is still in a process of evolution. Thus, various techniques have been employed 
by the military departments in shepherding a weapon or weapon system from 
concept to inventory depending on many pertinent factors, such as the nature of 
the item, the state of the art, “in-house” or contractor capability and degree of 
irgency. 

On the executive management responsibility side, various techniques have 
successfully been employed in managing weapon systems. For example, a man- 
agement team sometimes performs the function of weapon system manager. 
Here, full technical responsibility is vested in the director of the team or office 
with authority to call on any and all departmental organizations to take ad- 
vantage of their capabilities and organization for support of the weapon Sys- 
tem. The director of the team or office directs and coordinates the activities of 
all Government agencies and industry supporting the system. 

Under another approach, executive management responsibility is assigned for 
the weapon system to material or research personnel depending upon the de- 
velopment status of the weapon system. Whoever has executive management 
responsibility for the weapon system is required to coordinate, expedite and 
integrate all functional efforts of the military department in order to assure 
the timely delivery and support of the complete weapon system into inventory. 
This method does not usurp or replace functional management, but recognizes 
the interdependency of all organizations of the military department. It em- 
phasizes that the efforts of each organization must be related in terms of mutual 
endeavor and time phasing of actions and supplements and assists these func- 
tional elements in assuring that their separate missions are completely and 
satisfactorily achieved. 

Another example is the assignment of executive management responsibility 
on a commodity basis; e.g., missiles, tanks, and other weapons. The head of 
a commodity program, while he cannot direct all the actions to be taken within 
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the command complex necessary to make the weapon system a functioning one, 
is responsible for policy guidance, for monitoring the entire system, for guar- 
anteeing that time schedules are met, and for insuring maximum effective use 
of all sources available, whether in the Department, elsewhere in the Depart- 
ment of Defense, or in industry. In sum, the manager heads an intersupporting 
and interrelated organization to assure the speedy and efficient attainment of 
the assigned objective. 

The military departinents also use various methods to procure weapon systems. 
For example, one method is where a weapon-system contractor is given basic 
responsibility for the design and development of the entire system. The deter- 
mination whether major components and subassemblies will be bought directly 
from the weapon-system contractor or from other contractors and Government 
furnished is normally made after the development is accomplished. Under this 
method, the weapon-system contractor, subject always to Government approval, 
generally produces the frame and some major subassemblies, subcontracting for 
the balance of the subassemblies and components, except for those which are 
Government furnished. 

Another method is that often used for missiles, wherein the Government 
contracts with one contractor to produce the frame and to assemble and inte- 
grate the entire system, However, major subassemblies, such as nose cones, 
guidance systems, and propulsion, are bought directly by the Government from 
other prime contractors and furnished to the assembly contractor. Thus, the 
various prime contractors work under the management of technical direction 
of the Government. Under this method, no one contractor is, in reality, a 
weapon-System contractor. 

Still another method is used where the Government has in-house capabilities. 
Here the Government itself carries the weapon system from initial concept 
through prototype manufacturing. Government scientific and engineering know- 
how are used concurrently with skills of both industrial firms and educational 
institutions obtained by contract. Under this method, a production contractor 
is selected to manufacture after the prototype manufacturing is accomplished. 

A still different approach is where technical and design control over the re- 
search and development of the prime contractor are maintained by the Govern- 
ment. This is essentially an industry-Government team approach, assuring 
coordinated use of the special and peculiar talents of both. Quantity production 
under this method, of course, would be entirely the contractor’s responsibility. 

Thus, no single method or formula provides the answer to the management 
or procurement of weapon systems. The factors mentioned above, the nature of 
the item, the state of the art, in-house or contractor capability, the degree of 
urgency, differ from weapon system to weapon system. This is the fact of life. 
To emphasize a single weapon system manager on one hand and a single prime 
contractor, without recognizing capability within the Government itself or of 
other contractors, on the other hand, is unduly restrictive. In this period of 
evolution, flexibility of approach is essential. In order to retain this flexibility, 
which the Department now has under existing law, certain specific revisions 
in section 7 are recommended in the detailed comments which follow: 

Subsection (a).—The definition proposed is too restrictive in that it may be 
interpreted to exclude combinations of vehicles and equipments where no facil- 
ities are involved, such as airplanes, ships, and tanks. This certainly is not the 
intention of the bill. 

The proposed definition is too broad when it also embraces any system which 
is not an instrument of combat. 

Accordingly, it is recommended that “comprises facilities and equipment, in 
combination or otherwise” be substituted for “means a combination of facilities 
and equipments”; all of subsection (ii) should be deleted; and, in accordance 
with our comment on section 2(c), “weapon system” should be substituted for 
“operational system” wherever the former appears, including the title of pro- 
posed section 2389. 

Subsection (b).—This provision requires the head of each military department 
to designate such operational systems as he determines suitable for this type 
of procurement, to identify its major facilities and equipments and to report pe- 
riodically such designations to the Secretary of Defense. It is not objection- 
able except that as previously indicated, “weapon system” should be substituted 
for “operational system.” 

Subsections (c) and (d).—Subsection (c) provides for the designation of a 
single operational system manager. As pointed out earlier, it should, consistent 
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with current practices, provide for the assignment of such management author- 
ity and responsibility in such a manner and to the extent that the Secretary 
under the circumstances of each case may determine. 

Subsection (d) provides for a single prime contractor except where the depart- 
ment head determines this to be impractical, in which case contracts may be 
made with such greater number of prime contractors as are necessary. This 
emphasis on a single prime contractor is objectionable. For the reasons stated 
earlier, subsection (d) should provide for the greatest possible flexibility in the 
procurement of weapon systems. 

It is recommended that the following be substituted in lieu of subsections (c) 
and (d): 

“The Secretary of each military department is authorized to assign in his de- 
partment the management authority and responsibility for the design, develop- 
ment, and acquisition of a weapon system, without regard to the functions of 
any component of his department, in such manner and to such extent as the 
Secretary may determine. Procurement of a weapon system may be made from 
ohne or more contractors for all or any portion of the design, development, and 
production thereof.” 

Subsection (e).—This subsection provides that each prime contract shall re- 
quire the prime (i) to accomplish the maximum practicable amount of subcon- 
tracting and to require a similar provision to be inserted in lower tier subcon- 
tracts; and (ii) to provide opportunity for such competition in regard to sub- 
contracting as is consistent with efficient procurement of the property. The pro- 
vision that such requirement be inserted in lower tier subcontracts is without 
limitation and conceivably would flow down to the raw material stage. This 
does not seem practical, and it is recommended that the requirement that such a 
provision be included in lower tier subcontracts be limited to major subcontracts 
by inserting immediately before the words “lower tier,” the word “major.” Our 
previous comments concerning substitution of “weapon system” are applicable 
to this subsection also. Otherwise, this provision is unobjectionable. 

Subsection (f).—This provides that procurement of operational systems shall 
be made in accordance with regulations prescribed by the Secretary of Defense, 
including provisions to assure standardization of facilities and equipments and 
to afford small business opportunity to participate as subcontractors and sup- 
pliers. The Department of Defense favors both of these objectives. It is our 
understanding, however, that the determination that the selection of small busi- 
ness subcontractors is “consistent with successful performance of the prime con- 
tract” is one to be made by the weapon-system contractor. Consequently, we feel 
that subsection (f) (2) should be amended to read as follows: 

“In the design, development, and production of weapon systems, prime con- 
tractors shall in the selection of suppliers use their best efforts to afford small 
business concerns the fullest participation consistent with successful perform- 
ance of the prime contracts.” 
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Section 8. Miscellaneous technical provisions 


Section 8(e) purports to amend section 2307(a) of chapter 137 by striking 
out the words, “negotiated contract.” It should be pointed out that Public Law 
85-800 amended section 2307(a), and, as so amended, the words “negotiated 
contract” do not appear therein. This subsection is, therefore, unnecessary. 

There is no objection to any of the other miscellaneous technical provisions. 


Section 9. Renegotiation of contracts 


This provision would exempt from the Renegotiation Act and from the profit 
limitations of the Vinson-Trammel Act, fixed price, formally advertised and 
incentive-type contracts. A copy of the official recommendations of the Depart- 
ment of Defense concerning the continuation of the Renegotiation Act is attached. 


Section 10. Effective date 


This provides that the act takes effect 3 months after enactment. It is con- 
sidered that 6 months is the time necessary to make suitable preparations for 
putting it into effect. 

If the revisions, changes, clarifications, and deletions referred to above were 
adopted, the Department of Defense would not object to enactment of S. 500. 

While enactment of S. 500, revised as specified above, would simplify certain 
operational procedures of the Department, for example, by freeing personnel 
of certain administrative reviews, the Department of Defense does not believe 
that there would be any significant monetary savings. 
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We have been advised by the Bureau of the Budget that time has not per- 
mitted a determination to be made as to the relationship of S. 500 to the pro- 
gram of the President. 

Sincerely yours, 
ROBERT DECHERT. 


THE SECRETARY OF DEFENSE, 
Washington, March 26, 1959. 
Hon. SAM RAYBURN, 
Speaker of the House of Representatives. 

DeaR Mr. SPEAKER: There is forwarded herewith a draft of legislation “to 
extend the Renegotiation Act of 1951 until September 30, 1961, and for other 
purposes.” 

This proposed legislation is part of the Department of Defense legislative 
program for 1959. The Bureau of the Budget has advised that there is no ob- 
jection to the submission of this legislation to the Congress and that enactment 
of such legislation to extend the Renegotiation Act is in accord with the 
program of the President. Its enactment is recommended. 


PURPOSE OF THE LEGISLATION 


The proposed legislation would amend the Renegotiation Act of 1951, as 
amended (50 U.S.C., App. 1211-1233), in three respects: 

(1) Section 102(c) (1) of the act (50 U.S.C., App. 1212(c)(1)), would be 
amended to extend the act for 2 years and 3 months through September 30, 1961. 

(2) This proposal would amend section 1038(e) of the act (50 U.S.C., App. 
1213(e)), by adding an additional factor which must be considered by the Re- 
negotiation Board in determining excessive profits and by providing that the 
Board in any statement furnished pursuant to section 105(a) of the act must 
indicate separately its consideration of, and the recognition given to, the effi- 
ciency of a contractor or subcontractor and of each of the other factors listed 
in section 103(e). 

(3) Finally, the proposed legislation would amend section 108 of the act to 
permit appeals from decisions of the Tax Court in renegotiation cases to the 
U.S. courts of appeal in the same manner as now provided in subsections (a) 
and (c) of section 7482 of the Internal Revenue Code of 1954. 

The Congress last year by Public Law 85-930 provided a 6-month extension 
of the act from December 31, 1958, through June 30, 1959. It is the opinion 
of the Department of Defense that the act should be extended an additional 2 
years and 3 months beyond this date. The termination date should be shortly 
after the normal adjournment of the then current session of the Congress. 

Defense expenditures are expected under current world conditions to con- 
tinue at or somewhat near their present high rate for the foreseeable future. 
For fiscal year 1959 expenditures of the Department of Defense are estimated 
to be $40.8 billion. Approximately one-half of such expenditures represent 
amounts for the procurement of goods and services which would be subject to 
the provisions of the act. 

The purpose of renegotiation is to eliminate excessive profits from defense 
contracts and subcontracts thereunder. In large-scale procurement programs 
involving the purchase of many different types of specialized items, many of un- 
precedented nature, past production and cost experience are not always avail- 
able for accurately forecasting the costs of such items. Today, particularly, we 
are witnessing rapid developments in the aircraft, missile, and space fields. 
Pricing policies and contracting techniques of the procuring agencies cannot 
guarantee in all cases against excessive profits. 

Experience has shown that the renegotiation authority is an effective method 
of preventing excess profits. It has a salutary effect in contract pricing and 
has proved particularly effective in the subcontracting areas where maintenance 
of pricing controls is extremely difficult. Accordingly, it is recommended that 
the Renegotiation Act be extended for an additional 2 years and 3 months. 

In addition to extending the act for an additional 2 years and 3 months, 
the proposed legislation would provide certain other amendments. The first of 
these would add an additional factor to those now listed in section 103(e) of 
the act which the Board must consider in its determination of excessive profits. 
This factor would require the Board to take into consideration the types and 
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provisions of contracts and subcontracts subject to renegotiation, with par- 
ticular regard to contractual pricing provisions and the objectives sought to be 
achieved thereby. 

Among the types of contracts developed within the Department of Defense is 
the so-called incentive type contract. This type of contract is designed to en- 
courage a contractor to reduce costs by permitting him to share in the savings 
realized from such reduction. Section 103(e) now requires the Board to give 
favorable recognition to the efficiency of a contractor in reducing costs. How- 
ever, where the procuring agency is encouraging economies under a contract by 
a provision under which the Government and the contractor share in any re- 
sultant savings, it eppears desirable that the contractor be assumed by an 
amendment to section 103(e) that due consideration will be given to the par- 
ticular nature and objectives of the incentive type contract and to the results 
of the contractor’s efforts thereunder. 

In addition, it is proposed that section 103(e) of the act be amended further 
to provide that any statement furnished to a contractor by the Board under 
section 105(a) in connection with the Board’s determination shall indicate 
separately the Board’s consideration of, and the recognition given to, the efficiency 
of the contractor or subcontractor and of each of the other factors listed in sec- 
tion 103(e). Among these factors to be dealt with thus will be the one to be 
added by this legislation. 

Finally, the proposed legislation contains an amendment to section 108 of the 
act to provide a right to appeal from decisions of the Tax Court in renegotia- 
tion cases to the U.S. courts of appeal in the same manner as is now provided 
in subsections (a) and (c) of section 7482 of the Internal Revenue Code of 
1954. This amendment is similar to that contained in H.R. 11749, 85th Con- 
gress, as it passed the House last year. The amendment was stricken by the 
Senate because of insufficient time for its consideration. 


COST AND BUDGET DATA 


It is anticipated that the enactment of this proposal will result in inde- 
terminable savings to the Government. 
Sincerely yours, 
DonaLp A. QUARLES, Acting. 


A BILL To extend the Renegotiation Act of 1951 until September 30, 1961, and for other 
purposes 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, 

SECTION 1. ExTENsIoN.—Section 102(c)(1) of the Renegotiation Act of 1951, 
as amended (50 U.S.C. App., sec. 1212(c)(1)), is amended by striking out 
“June 30, 1959” and inserting in lieu thereof “September 30, 1961”. 

Sec. 2. CONSIDERATION To BE GIVEN TYPES AND PROVISIONS OF CONTRACTS 
AND SvuscontTracts.—(a) Section 108(e) of the Renegotiation Act of 1951 
(50 U.S.C. App., sec. 1213 (e)) is amended by renumbering paragraph (6) as 
paragraph (7) and by adding a new paragraph (6) to read as follows: 

“(6) Types and provisions of contracts with the Departments and sub- 
contracts, with particular regard to contractual pricing provisions and the 
objectives sought to be achieved thereby, including especially, in the case 
of contracts and subcontracts containing provisions for incentive pay- 
ments, the nature and extent of cost reductions effected thereunder and 
the extent to which such reductions are the result of the efforts of the con- 
tractor or subcontractor.” 

(b) Section 103(e) of the Renegotiation Act of 1951 (50 U.S.C. App., sec. 
1213(e)) is further amended to add at the end thereof the following sentence: 
“In any statement furnished by the Board pursuant to section 105(a), the 
Board shall indicate separately its consideration of, and the recognition given 
to, the efficiency of the contractor or subcontractor and each of the foregoing 
factors.” 

Sec. 3. JupicraAL REVIEW oF Tax CourT DECISIONS IN RENEGOTIATION CASES.— 

(a) IN GENERAL.—The second sentence of section 108 of such Act (50 U.S.C. 
App., sec. 1218) is amended to read as follows: “Upon such filing such court 
shall have exclusive jurisdiction, by order, to determine the amount, if any, of 
such excessive profits received or accrued by the contractor or subcontractor, 
and such determination shall not be reviewed or redetermined by any court 
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or agency except that it may be reviewed as provided in subsections (a) and 
(c) of section 7482 of the Internal Revenue Code of 1954.” 

(b) CONFORMING AMENDMENT.—The fourth sentence of such section 108 is 
amended by striking out “‘finally’’. 

(c) EFFECTIVE DATE.—The amendments made by subsections (a) and (b) 
shall apply with respect to decisions rendered by The Tax Court of the United 
States after December 31, 1958. 


APPENDIX II 


WRITTEN STATEMENTS SUBMITTED IN RESPONSE TO REQUEST 
OF THE COMMITTEE 


A. STATEMENT OF CHANCE VOUGHT AIRCRAFT, INc., DALLAS, TEX. 


CHANCE VoOUGHT AIRCRAFT, INC., 
Dallas, Tex., April 17, 1959. 
Hon. JoHN SPARKMAN, 
Chairman, Select Committee on Small Business, 
U.S. Senate, Washington, D.C. 

DEAR SENATOR SPARKMAN: As requested in your letter of March 27, 1959, we 
are submitting our replies to the questionnaire prepared by the Subcommittee 
on Government Procurement of the Senate Small Business Committee. 

Very truly yours, 
C. E. Burt, 
Vice President, Finance. 


CHANCE VouGHT AIRCRAFT, INC. 


Question No. 1. During the latest accounting period for which statistics are 
available, preferably fiscal year 1958, what were your total receipts from Gov- 
ernment defense contracts? What was your on-contract status on Decem- 
ber 31, 1958? 

Answer. During the year 1958 our receipts from defense contracts totaled 
$328,132,000. Our contract backlog at December 31, 1958, including letters of 
intent, approximated $370 million. 

Question No. 2. Of those receipts, what total dollar amount was subcontracted 
to other companies? Of this amount, what percent is, or is intended to be, 
subcontracted? 

Answer. Payments to other companies in 1958 for productive and other ma- 
terials and supplies totaled $191,550,000. It is anticipated that roughly the 
same ratio of 58 percent of receipts will continue to be subcontracted in 1959. 

Question No. 8. What was the total dollar amount subcontracted with the 
attached list of 20 companies? 

Answer. $42,593,000. 

Question No. 4. What was the total dollar amount subcontracted with small 
business (generally those companies having less than 500 employees)? To what 
extent does this amount reflect purchases having only an indirect relationship 
to performance of the contract? 

Answer. $43,204,000. This amount includes indirect supply items, such as 
shop and office supplies, perishable tools, maintenance supplies, et cetera. How- 
ever, the dollar amount of items reflected in the total figure is not readily ascer- 
tainable from our present records. 

Question No. 5. What steps have the various procuring agencies of Govern- 
ment requested you to take with respect to subcontracting with small business? 

Answer. All of our prime contracts incorporate the armed services procure- 
ment regulation contract clause on utilization of small business concerns. 

Question No. 6. To what extent has your subcontracting program with small 
business been a consideration in contract negotiations? 

Answer. Our small business subcontracting program has not been a major 
consideration in contract negotiations, since we comply with Department of De- 
fense policies in this effort. 

Question No, 7. Do you have an active program for the promotion of small 
business participation in your subcontracts? If so, what functions does it per- 
form? Has this program increased the share of subcontracts awarded to small 
business? 
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Answer. Yes. 
since 1950 and has been aggressively pursued. 


share of small business participation in our prime contract programs. 
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A small business program has been in effect in this company 
This has resulted in an increased 


It should 


be borne in mind, however, that the complex nature of our products sometimes 
dictates types of procurement that do not readily lend themselves to direct small 


business participation. 

Question No. 8. Do you have, in your company, 
If so, what are his functions? Does he have 
decision ? 

Answer. Yes. This company’s 
pate in make-or-buy decisions. 

Question No. 9. 
or-buy decision? 


a small business liaison man? 
authority 


in the make-or-buy 


materials manager is the small business liaison 
officer, and as a member of management he does have authority 


and does partici- 


To what extent does small business policy affect your make- 


Answer. The make-or-buy committee of this company is fully cognizant of the 
small business program and does take this into consideration when determining 


make-or-buy decisions. 
Question No. 10. To what extent does such policy 
the companies with which you shall subcontract? 
Answer. 
mits full integration of our small business program. 
contracting 
Question No. 
contractors? 
(a) Do you have a bidders list for most items? 
(b) To what extent do you have price competition? 
(c) Do you have a rotation of your bidders’ 
small firms have 


11. What are the mechanics by 


lists? 
an opportunity to compete at regular intervals? 


affect your decisions as to 


Our purchasing section reports to the materials manager, which per- 
Preference is given to sub- 
with small business firms wherever practicable. 
which 


you choose your sub- 


So that all interested 


(d) Give examples of the extent to which your subcontractors have changed 


for the same or similar items during the recent past. 


(e) To the best of your knowledge, how many companies 


are capable of pro- 


ducing or assisting in the developing of the items mentioned in (a) through (d) ? 


(f) Are specifications and other data 


made available on an equal basis to all 


eoncerns which indicate a desire to participate in your subcontracting program? 
(y) Are your requirements formulated and made public in sufficient time to 


allow adequate bid time? 
Answer. (a) We do not have a fixed bidders list. 
eligible to bid. 


(b) The majority of our purchases are made on a competitive bid basis. 


Any qualified vendor is 


Only 


highly specialized articles are procured without competitive bidding, and in 


these cases prices are carefully negotiated. 
(c) See (a) above. 


(d) Changes in subcontractors in the recent past are listed below: 


Original vendor 








T jherty A ircraft_- ‘ 
Peacock Engir eering & Manu- 
facturing Co. 
Natioral Water 1 ift Co_- 
Peacock Fneireering & Manu- 
facturing Co. 
dies Liberty Aircraft.............-- 
shew oo oc. sheen accesses 
M. C. Mannfacturing Co 
Taleo Engireering Co-_ 
H. W. Loud Machine Works 
: _do. Je ua ect ise... 
T iberty Aireraft__- i 
H. W. Loud Machine Works 


Nose whee! retract cylinder_.._----- 
Speed brake cylinder_-__---_--- ; 


Wing down lock cylinder. ; 
Main landing wheel door cylinder - a 
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Nose wheel retract cylinder. _____-_-- 
Speed brake cylinder __ 
iota 2253.3 
Viscous damner_ 
Arresting hook cylinder. 


Cleveland Pneumatic Tool Co-- 
Weston Hvdranlic, Ltd___- 
Liberty Aircraft__- 
Adel Precision ‘ 
do ere és 


Droop cylinder 
Spoiler valve___......_..-- ee i 
aimee nsiomesng , 
Wet cde di eka eit 








New vendor 


American Machine & Foundry. 
Crescent-Sargent Corp. 


H. W. Loud Machire Works. 
Sweetland Engineering Co. 


H. W. Loud Machine Works. 
Do. 

Besler Corp. 
Sweetland Engineering Co, 
Thomnson Products. 
Karl Douglas 
Ronson Hvdraulics. 
Peacock Engineering & Mannu- 

facturing Co. 
Bendix Pacific Division. 
Crescent-Sargent Corn, i 
Sargent Engineering Corp. i 
Vinson Manufacturing Co. i 
Ronson Hydraulic. 
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(e) We are unable to answer this question. ' . i: 
(f) Specifications and other data are made available to any qualified vendors 
who express a desire to participate. It is not our practice to invite all qualified 
companies to bid, as in some instances this could involve a considerable number 
of companies, which would make the evaluation of bids awkward and difficult 
and increase the administrative costs of procurement. Company policy is to 
in ¢ inimum of three bids. 
a. “-e general rule our requirements are formulated to permit sufficient 

id time. 
waa No. 12. In your experience, to what extent has lack of security 
clearance hampered small concerns interested in participating in your subcon- 

acting program? ‘ 
ee In some isolated instances lack of security clearance has interfered 
with the participation by small concerns in our subcontracting program. This 
has not been a serious problem, however. , » A 

Question No. 13. Have you acquired any small business during the past 24 
months? Were any of these your former suppliers? 

Answer. No. 

Question No. 14. What recommendations do you have for the improvement of 
participation by small companies in defense subcontracting? 

Answer. Possibly wider publicity by the Small Business Administration would 
be helpful, particularly down the contractual chain. We often find it neces- 
sary to subcontract large sections of our aircraft or missiles to qualified com- 
panies, as indicated by our replies to questions 2 and 3. Small business con- 
eerns, of course, cannot handie procurement of this magnitude, but the first-tier 
large subcontractor usually has a small business program that is effective for the 
next subcontract tier. However, there may be a lack of policy or implementa- 
tion in the succeeding tiers, consisting in part of what may be termed medium- 
sized concerns who in turn subcontract part of their orders. 


* * * * * * * 


I would appreciate any comments you may wish to express concerning any 
part of this bill but in particular I would be interested in your reactions to 
those provisions which: 

Question No. 1. Establish competitive negotiation as an alternative to adver- 
tised procurements, while leaving simple “negotiation” authorized only when it 
falls into one of the seventeen statutory exceptions (sec, 3(a) ). 

Answer. We believe that the principle of competitive negotiation should be 
recognized as the only realistic basis for certain types of defense procurement. 
A highly complex weapon undergoing constant development throughout its 
operational life cannot be procured with the same techniques as standard, off- 
the-shelf articles. 

Question No. 2. Call for performance specifications wherever practicable in 
lieu of specifications in terms of design and manufacturing details (sec. 
4(e) (e)). 

Answer. In our opinion, the substitution of performance specifications for de- 
sign and manufacturing detail specifications will contribute significant reduc- 
tions in the cost of defense and provide the contractor with greater flexibility. 

Question No. 3. Provide that the agency head may include in the prime con- 
tract that certain designated subcontracts shall be limited to competition between 
small business concerns (sec. 5(f) ). 

Answer. This provision of the bill should assist in promoting the utilization of 
small business concerns. It is assumed that good judgment will be exercised 
by the agency head so that this requirement will not ultimately defeat its own 
purpose. 

Question No. 4. Provide for operational systems to be purchased from a single 
prime contractor who will be responsible for design, development and produc- 
tion (sec. 7). 

Answer. There is an increasing trend toward the principle of procurement of 
the whole weapon system from a single source with responsibility for its per- 
formance vested in a single contractor. Advances in the state of the art have 
led to such complex operational systems that it is becoming increasingly difficult 
for the services to undertake and administer a large program if they are re- 
quired to assemble its major components from various sources. The bill is 


realistic in recognizing and legalizing the operational systems concept and in 
establishing appropriate procedures. 
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Question No. 5. Exempt fixed-price contracts, contracts made after formal 
advertising, and incentive-type contracts from the Renegotiation statutes 
(sec. 9). 

Answer. The proposed exceptions would increase incentives for economical 
and efficient performance. 





B. STATEMENT OF CHRYSLER CORP., CENTERLINE, MICH. 


CHRYSLER CORP., 
DEFENSE OPERATIONS DIVISION, 
Centerline, Mich., April 21, 1959. 
SELEct COMMITTEE ON SMALL BUSINESS, 
U.S. Senate, Senate Office Building, 
Washington, D.C. 
(Attention: Senator John Sparkman, chairman. ) 

GENTLEMEN: We appreciate vour invitation of March 27, 1959, to submit our 
comments to your committee as one of the prime contractors cooperating by 
submitting data as a part of the voluntary participation by industry in a small 
business subcontracting program. 

One of the contributing factors to the success of our programs has been the 
participation of small business concerns, who represent SO percent of the total 
number of our subcontractors on the first tier level. Through the years we 
have found numerous small business concerns ainong our most reliable and 
energetic suppliers in both defense and commercial work. Some of them have 
grown in size and capacity to more than 500 employees. This, of course, is the 
history of the growth of the country and its economy. 

By very nature, some large concerns—because of Management capability, size, 
ana diversity of interests—have a unique capacity to take on major defense 
jobs. Smaller films often are better equipped to supply specific products or 
services. 

Meeting the requirements of national defense most efficiently as expressed 
in terms of quality, price, and delivery and, at the same time, contributing to 
a sound national economy, are in the best interests of the Government and will 
create the strongest combination of forces we can put up against any potential 
enemy. 

We sincerely hope that the information contained herein may prove to be 
of assistance to the study being conducted by the committee. 

Very truly yours, 
W. L. DEWEY, 
Comptroller, Defense Operations Division. 


QUESTIONS AND ANSWERS 


1. During the latest accounting period for which statistics are available, pref- 
erably fiscal year 1958, what were your total receipts from Government defense 
contracts? What was your on-contract status on December 31, 1958? 

Chrysler’s defense sales for the calendar year 1958 amounted to $325 million 
or 15 percent of its total business. As of December 31, 1958, the backlog of 
defense business was approximately $300 million. 

2. Of those receipts, what total dollar amount was subcontracted to other com- 
panies? Of this amount, what percent is, or is intended to be, subcontracted? 

During the cxlendar year 1958, Chrysler’s defense subcontracting with other 
companies totaled over $164 million. The fact that company policy dictates a 
high degree cof subcontracting in both commercial and defense business is illus- 
trated by the following quotation from our 1958 annual report: 


“13,500 suppliers 

“Nearly 60 cents of every sales dollar received by Chrysler Corp. in 1958 went 
to the 13,500 independent suppliers of materials and services to the company. 

“Approximately 70 percent of these firms employ fewer than 100 persons, and 
only 7 percent have 1,000 employees or more. Our suppliers are located in more 
than 1,500 cities * * *.” 

3. What was the total dollar amount subcontracted with the attached list of 
20 companies * 
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During the calendar year 1958 payments for defense subcontracts were made 
to 11 of the said 20 companies and in the following amounts: 
Sum paid in 
1958 
4 Aitisiiiidee tae * $26, 392 


General Dynamics Corp 


General Electric Co___-___._____- secan bi asitges amaacieigadaiatih tain tiancinapiiietieiattacail a 1, 232, 049 
I acta esnips tbiiminel tua aees 298 
I a ec a 165, 171 
a al 70, 291 
American Telepnone & Telegranh CO... einen ce icmemnnnsmncmemnn 5, 933 
ur OS AERC i ns 125, 148, 532 
NI ROE oe n,n san es ose snicieaiaice Salegnks daeitliaes Sot xadiuighattbienet aes i 4, 463 
I i a i Ba a i aca * 27, 020, 797 
International Business Machines Corp___...-...--.-_--_-_____-_ * 681, 068 
eI GS CIN a icin xs acaciin Poca dias eed 427, 967 

I tat cea cn Gl ln a fi a kata a ete 54, 782, 961 


1Programed source of rocket engines for Redstone and Jupiter missiles. 


?Programed source of inertial guidance components for Redstone and Jupiter missiles. 
8 IBM machine rental. 


4. What was the total dollar amount subcontracted with small business (gen- 
erally those companies having less than 500 employees)? To what extent does 
this amount reflect purchases having only an indirect relationship to per- 
formance of the contract? 

During the year 1958 Chrysler payments to defense work subcontractors 
qualifying as small business exceeded $59,500,000, over 36 percent of our total 
defense subcontracting and over 18 percent of our total defense sales. These 
figures include payments only to first tier subcontractors. While we do not 
have accurate or complete data on the extent to which small business participated 
in lower tier subcontracts, we do know that this lower tier participation is sub- 
stantial, and that complete figures, if available, would indicate an appreciably 
higher percentage of our defense sales and subcontracting having gone to small 
business. 

If we eliminate two major subcontractors, North American Aviation and 
Sperry Rand, whose products are not obtainable from small business at the 
first tier level, we find that over 53 percent of our defense subcontract payments 
during 1958 went to small business. This leaves a balance of approximately 
$52 million shared in by all other businesses with 500 or more employees. Here 
again undoubtedly, many small business firms served as second or lower tier 
subcontractors in the performance of this segment of subcontracts to a degree 
which cannot be easily determined without incurring added costs. We are in- 
formed by North American Aviation and Sperry Rand that roughly 60 percent 
of the money they subcontracted was passed on to small business subcontractors 
of theirs at the immediate next tier. 

5. What steps have the various procuring agencies of Government requested 
you to take with respect to subcontracting with small business? 

The several Government agencies have uniformly proposed, and Chrysler has 
agreed, to the inclusion of appropriate small business articles in both prime 
and subcontracts. Chrysler submits semiannual reports on Form DD-—1140 to the 
small business representative of the cognizant military agency. Periodically, 
the Government Agency Small Business representatives request and obtain from 
Chrysler information and data pertinent to our subcontracting with small 
business. 

6. To what extent has your subcontracting program with small business been 
a consideration in contract negotiations? 

We are not in a position to state what weight the Government agencies, in 
evaluating Chrysler as a prospective prime contractor, have given to our sub- 
contracting program along with other considerations such as quality, delivery 
and price, for the reason that we do not see the evaluations. We are confident, 
however, that our small business subcontracting program is effective and that we 
are accomplishing the objectives of the Congress as expressed in the statutes and 
contract terms. 

Our Delaware tank plant operation is a good example of preservation of sub- 
contractor position under declining work load. During the Korean war this 
plant produced combat tanks in substantial volume. When, after the war, 
military requirements diminished and schedules were curtailed, Chrysler con- 
verted its large main plant to automotive assembly and relocated tank assem- 
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bly to an adjacent smaller plant. This action resulted in a relatively greaten 
degree of subcontracting for subsequent tank production, as opposed to elimina- 
tion of subcontractors by pulling more work into the larger plant to support op- 
eration under reduced schedules. 

7. Do you have an active program for the promotion of small business partici- 
pation in your subcontracts? If so, what functions does it perform? Has this 
program increased the share of subcontracts awarded to small business? 

We have already commented upon our program for subcontracting with small 
business and the degree to which small business shares in our total defense sales 
and our subcontracting at the first tier level. 

We also encourage our subcontractors to place work with small business at 
the lower tier subcontract levels. This is done not only at the time of negotiat- 
ing subcontracts, but is formalized by inclusion of the following clause in sub- 
contracts placed : 

“It is the policy of the Government as declared by Congress that a fair pro- 
portion of the purchases for supplies and services under this purchase instru- 
ment be placed with small business concerns. The seller agrees to accomplish 
the maximum amount of subcontracting to small business that the seller finds to 
be consistent with the efficient performance of the purchase instrument.” 

Our active support of the small business program has produced results as evi- 
denced by the fact that the percentage of our suppliers qualifying as small busi- 
ness has increased from 65 percent in 1956 to 80 percent in 1959. This again 
refers to our own subcontractors and does not take into account the business 
subcontracted to small businesses by our subcontractors and by their subcon- 
tractors on down to fourth or fifth tier subcontract levels. 

During one M-48 tank procurement program, we solicited 1,100 vendors in 
32 States and 360 cities, which involved some 23,000 inquiries. Of the 1,100 
solicited, approximately 73 percent qualified as “small business,” reporting their 
employment as follows: 


Percent 
nie Vee LE Sei ie ee eR ey I ee 46 
eee Boe Be is pees Mie ae Ea LE) ee Ede) SI ae 
Neen ee Oe lac cs baci sommes adie lee 1: 


As one example of the type of aid furnished to assist prospective suppliers we are 
enclosing as exhibit A a copy of our purchasing department’s publication en- 
titled “Doing Business With Chrysler Corporation.” ? 

8. Do you have, in your company, a small business liaison man? If so, what 
are his functions? Does he have authority in the “make or buy” decision? 

Chrysler Corp. has a small business liaison officer, Mr. A. H. Hilverkus, who in 
his capacity as director of procurement—defense, actively administers the small 
business subcontracting program throughout all of the defense procurement 
activities of the corporation. He isin a strong position to represent the interests 
of small business since he sets policy for and administers all of our defense pro- 
curement. He does participate actively in the “make or buy” decision. 

9. To what extent does small business policy affect your make or buy decision? 

Small business policy does affect but is not the sole determining factor in our 
“make or buy” decision. Many factors enter into the evaluation. Among them 
are most effective utilization of management, manpower, technical skills, plant, 
equipment, and investment; assurance of quality product delivered on schedule 
and at lowest cost: capacity for meeting maximum foreseeable production sched- 
ules; assurance of protection against strikes and other interruptions. Every 
evaluation must give primary consideration to the best overall interests of the 
Government. 

10. To what extent does such policy affect your decisions as to the companies 
with which you shall subcontract? 

Factors influencing the make or buy decision, (answer to Question 9 above) 
also are important necessary considerations in the selection of a subcontractor. 
Again, whether or not the potential subcontractor qualifies as small business is 
one factor, but not the only one, of many which must be taken into considera- 
tion in any competition. The prime contractor is obligated to fulfill the require- 
ments imnosed upon him by the contract and his management of the program, in- 
cluding the subcontracting phase, must not only meet the specific requirements of 
the contract, the statutes and the procurement regulations but must assure 
this accomplishment in a manner compatible with the best interests of the Gov- 


1 Retained in committee files. 
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ernment. Major subcontracting, like other elements of the prime contractors 
management and operation, is normally subject to the surveillance and con- 
currence of the contracting officer. 

11. What are the mechanics by which you choose your subcontractors? 

(a) Do you have a bidders’ list for most items? 

Yes, we do have bidders’ lists for various items, classes of services, prod- 
ucts, etc. 

(b) To wha: extent do you have price competition? 

Competitive bidding is employed whenever possible. Normally, up to 10 com- 
petitive quotations are obtained when the item is not proprietary and there is 
no directed source so that competition is available. 

(c) Do you have a rotation of your bidders’ lists? So that all interested small 
firms have an opportunity to compete at regular intervals? 

The bidders’ lists is constantly rotating. 

(d) Give examples of the extent to which your subcontractors have changed 
for the same or similar items during the recent past. 

Procurement under the M-48 medium tank program experienced a turnover 
of 33 percent of the subcontractors over a 1-year period. 

(e) To the best of your knowledge, how many companies are capable of pro- 
ducing or assisting in the developing of the items mentioned in (@) through (d)? 

In the case of the only example given above (d), please refer to answer to 
question 7, indicating broad approach to M-48 tank procurement. 

(f) Are specifications and other data made available on an equal basis to all 
concerns which indicate a desire to participate in your subcontracting program? 

Yes. We find that experienced and qualified defense contractors generally 
are familiar with and have, or have access to, specifications and other data re- 
quired. Where companies are new to the business, we do furnish the data or 
assist them in getting or interpreting it. 

(9g) Are your requirements formulated and made public in sufficient time to 
allow adequate bid time? 

Yes, we establish requirements promptly and allow as much time for bidding 
as is consistent with our performance obligations. Programs vary as to the time 
available for soliciting and evaluating bids and placing subcontracts. This de- 
pends upon urgency and the priority and delivery schedules assigned by the mili- 
tary service. When time is short the prospective subcontractor who can react 
quickly to the bid solicitation is in a favorable position. 

12. In your experience to what extent has lack of security clearance hampered 
small concerns interested in participating in your subcontracting program? 

It has been our experience that even when a program is classified, the detailed 
items which are procured under subcontracts are for the most part unclassified. 
To the best of our knowledge, with the rare exception of a few specific security 
clearance refusals by the Government, the lack of clearance has not impeded our 
awarding any subcontract. 

13. Have you acquired any small business during the past 24 months? 
Were any of these your former suppliers? 

No. 

14. What recommendations do you have for the improvement of participation 
by smaller companies in defense subcontracting? 

This is a broad question, the answer to which may involve discussion of how 
smaller companies might improve their performance on defense work as well as 
how their degree of participation might be increased. Our experience is that size 
is not an important factor bearing on performance if the subcontractor selection 
has been made appropriately. Naturally, such things as simplification of pro- 
curement procedures, and standardization of specifications, inspection proce- 
dures, and of record-keeping requirements work to the benefit of all business, 
large and small, and to the Government as well. Initiative and aggressive sell- 
ing on the part of potential subcontractors, effective presentation of their capa- 
bilities, and ability to meet competition and establish record for performance 
obviously are necessary requisites. 


COMMENTS RE SENATE BIL 500 
Provision 1 
Establish competitive negotiation as an alternative to advertised procurements, 


while leaving simple “negotiation” authorized only when it falls into one of the 
17 statutory exceptions (sec. 3(a)); 
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Comment 

Defense procurement regulations should be flexible to permit the contracting 
agency to purchase by advertised bid, fixed price competition, negotiated com- 
petition or pure negotiation as may be appropriate considering the commodity 
to be purchased and the circumstances prevailing at the time of the procure- 
ment. Competitive negotiation is very commonly employed with beneficial re- 
sults in commercial procurement. Today’s complex weapons normally cannot 
be purchased on an advertised bid basis. The method of procurement employed 
must be that best suited in each case to meeting the military needs on schedule 
for the planned defense of the country. 


Provision 2 


Call for performance specifications wherever practicable in lieu of specifica- 
tions in terms of design and manufacturing details (sec. 4(e) ) ; 


Comment 

Calling for performance specifications to be met, in lieu of the requirement 
for compliance with design and manufacturing details, wherever practicable, 
may be feasible. The key words, of course, are “wherever practicable.” Much 
depends upon the nature of the task * * * whether it is essentially research 
and development or supply, and whether accomplishment depends upon techni- 
eal breakthrough or is established as feasible within the known state of the art. 
The requirement to meet “performance specifications” would also undoubtedly 
require that complete responsibility for meeting mutually agreed upon perform- 
ance objectives be delegated solely to the contractor assuming such responsibility, 
and that the contractor’s control not be diluted as a consequence of technical 
direction by the procurement agency or the requirement to use Government- 
furnished components or equipment from Government specified sources. It must 
also be recognized that the degree of risk assumed by the contractor is one de- 
termining factor in arriving at reasonable fee. 


Provision 3 
Provide that the agency head may include in the prime contract that certain 


designated subcontracts shall be limited to competition between small business 
eoncerns (sec. 5(f)); 


Comment 

Our record indicates that an effective small business program has resulted 
in a high degree of participation by small business in major defense contracts 
at the first and lower tier subcontract levels. This has been accomplished by 
broadening the subcontractor base and by appropriate selection of suppliers 
without set asides or other specific limitations being imposed, thus preserving 
for the Government the benefits of competition. We believe this is a more 
effective method of assuring a fair percentage of small business participation 
without compromising the responsibility of the prime contractor, the defense 
program or the best interests of the Government. 


Provision 4 

Provide for operational systems to be purchased from a single prime contrac- 
tor who will be responsible for design, development and production (sec. 7) ; 
Comment 


This method is in effect for certain types of procurement now, and should con- 
tinue to be available for use when most appropriate for the type of product or 
service to be obtained under conditions prevailing at the time of the procure- 
ment. 


Provision 5 


Exempt fixed-price contracts. contracts made after formal advertising, and 
incentive-type contracts from the renegotiation statutes (sec. 9). 


Comment 


Normally, competitive bidding under fixed-price contracts, or price redeter- 
mination in its several forms under negotiated contracts, enable the contracting 
agency to buy for the Government at lowest prices consistent with quality, 
delivery and overall effective performance of the contract. Renegotiation, we 
believe, should be reserved as a device to be used during war or periods of great 
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national emergency when, with sudden and great expansion of Government 
procurement for defense, and rapid conversion of industry and shift from 
peacetime to wartime economy, the normal safeguards might not be adequate. 


C. STATEMENT OF DovuagLAs ATRCRAFT Co., SANTA MONICA, CALIF. 


Dovetas AIRCRAFT Co., INC., 
Santa Monica, Calif., April 16, 1959. 
Hon. JoHN SPARKMAN, 
U.S. Senate, 
Select Committee on Small Business, 
Washington, D.C. 


Sir: We forward herewith our reply to your questionnaire relative to the 
participation of small business in the defense program. 
Thank you for asking us to participate in your survey and we hope our replies 
and comments will be of some help to you and your committee. 
Very truly yours, 
JOHN A. DuNDAS. 


RepLy OF DouGLas AIRCRAFT COMPANY, INC. TO SELECT COMMITTEE ON SMALL 
Business, U.S. SENATE, QUESTIONNAIRE 


1. Question. During the latest accounting period for which statistics are 
available, preferably fiscal year 1958, what were your total receipts from Gov- 
ernment defense contracts? What was your on-contract status on December 31, 
1958? 

Answer. Total receipts from Government defense contracts during our fiscal 
year ending November 30, 1958, was $952,398,911.98. Our defense backlog on 
November 30, 1958, was $790,878,000. 

2. Question. Of those receipts, what total dollar amount was subcontracted 
to other companies? Of this amount, what percent is, or is intended to be, 
subcontracted? 

Answer. The total disbursements during our fiscal 1958 year for subcon- 
tracted defense work was approximately $524 million. We anticipate we will 
subcontract approximately $485 million of the defense backlog existing at the 
close of our fiscal 1958. 

3. Question. What was the total dollar amount subcontracted with the at- 
tached list of 20 companies? 

Answer. The estimated total amount of defense work subcontracted to the 
attached list of companies was $23,350,000. 

4. Question. What was the total dollar amount subcontracted with small 
business (generally those companies having less than 500 employees)? To what 
extent does this amount reflect purchases having only an indirect relationship to 
performance of the contract? 

Answer. In 1958 Douglas subcontracted with 9,300 small businesses for $204,- 
837,000 worth of supplies and services. This figure constitutes 33 percent of 
total purchasing disbursements. Of this amount, $22,600,000 had only an indirect 
relationship to performance of contracts. 

5. Question. What steps have the various procuring agencies of Government 
requested you to take with respect to subcontracting with small business? 

Answer. The following clause is contained in prime contracts which we re- 
ceived from the armed services : 


“Utilization of small business concerns 


“(a) It is the policy of the Government as declared by the Congress that a 
fair proportion of the purchases and contracts for supplies and services for the 
Government be placed with small business concerns. 

“(b) The contractor agrees to accomplish the maximum amount of subcon- 
tracting to small business concerns that the contractor finds to be consistent with 
the efficient performance of this contract.” 

In addition to the foregoing clause, the Air Force has adopted what is known 
as the make or buy policy. This policy which is set forth in Air Force procure- 
ment instructions section LIII, part I, has as one of its principal objectives the 
distribution of the maximum amount of Air Force procurement to small business 
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(AFPTI 53-101.2 (b) ). The contract clause by which the Air Force implements 
this policy in our contracts is contained in AFPI 53-101.4(e). 

6. Question. To what extent has your subcontracting program with small 
business been a consideration in contract negotiations? 

Answer. In some cases we are required in submission of contract proposals 
to include our proposed subcontract structure. We do not know to what extent 
the structure affects the procuring agency in its awards of contracts. Although 
not necessarily pointed at small businesses, in most contract negotiations the 
amount of subcontracting contemplated is discussed and considered at length. 

7. Question. Do you have an active program for the promotion of small busi- 
ness participation in your subcontracts? If so, what functions does it perform? 
Has this program increased the share of subcontracts awarded to small business? 

Answer. Yes. This company has constantly sought to expand not only the 
dollar amount of purchases from small businesses, but has attempted to increase 
the number of smail companies participating in our program of supply. We 
have encouraged through press releases and other public pronouncements by our 
officials, the solicitation of business from our company by these small companies. 
Each company which solicits work is given a questionnaire upon which it may 
disclose its capabiliities with respect to its facilities, quality control, manu- 
facturing and procurement procedures, manpower, finances, etc. Following sub- 
mission of the questionnaire we undertake a survey of the potential supplier to 
determine in what areas he might be most helpful to us. 

In addition to the foregoing, our director of materiel and his assistants make 
appearances from time to time before small business associations to acquaint 
them with our system of procurement and to advise them of the ways in which 
they might most successfully become a supplier to us. 

It is difficult to assess the efficacy of our program in increasing small business 
participation in our procurement for the reason that we do net know how much 
competitive factors have influenced the situation. However, while our 1954 and 
1958 company sales are relatively comparable, the number of small businesses 
supplying to us hus increased during this period from 4,000 to 9,300. In 1958 
we wrote 388,000 purchase orders of which 269,000, or 72 percent of the total, 
constituting a total purchase value of $205 million, went to businesses employing 
less than 500 persons. 

8. Question. Do you have, in your company, a small business liaison man? 
If so, what are his functions? Does he have authority in the make or buy 
decisions? 

Answer. Our director of materiel has been assigned the function of small 
business administrator for this company. Our small business administrator has 
in turn assigned the title and function of small business counselor to one person 
in each of our purchasing management, and purchasing administration offices. 
In addition, our company has a small business coordinator whose function is to 
compile statistical information requested by the U.S. Small Business Admin- 
istration and others, to maintain files of the correspondence, instructions, and 
counsel given to small businesses, and from time to time to evaluate the program 
and to give appropriate progress reports to the director of materiel. 

None of the above individuals has the responsibility for make or buy decisions. 
In this company make or buy decisions are under the cognizance of our senior 
vice president, manufacturing. The vice president, manufacturing, and his 
subordinates involved in make and buy decisions are constantly aware of the 
policy and our duty to contract the maximum amount of work to small busi- 
nesses consistent with the efficient performance of our contracts. 

9. Question. To what extent does small business policy affect your make or 
buy decision? 

Answer. An objective answer to this question is complicated. We buy exten- 
sively from small businesses for many reasons, the most important of which is 
that there are many competent small concerns which can do a better job for 
the money. This capability, combined with the Government’s small business 
policy and our long-established relationship with numerous small concerns, is 
a practical guarantee that we will solicit their help whenever their special 
qualifications permit. 

However, the decision to make an item ourselves or to buy it is controlled 
primarily by the need to secure a quality product for a minimum cost, on a rea- 
sonable schedule. Consideration of these factors leads us to the determination of 
whether it is most effiicent to make or buy. 

10. Question. To what extent does such policy affect your decisions as to the 
companies with which you shall subcontract? 
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Answer. The make or buy decisions have a certain bearing on the companies 
with whom we shall subcontract. This condition varies from time to time de- 
pending on our manufacturing management decisions to increase or decrease 
outside procurement of special classes of products such as machine details, sheet 
metal assemblies, hydraulic assemblies, or electromechanical assemblies, ete. 
A decision with respect to a class of products has an obvious effect on the classi- 
fication of the subcontractor to whom we would necessarily turn in support of 
our contractural needs. 

11. Question. What are the mechanics by which you choose your subcon- 
tractors? 

(a) Do you have a bidders’ list for most items? 

(b) To what extent do you have price competition? 

(c) Do you have a rotation of your bidders’ lists? So that all interested 
small firms have an opportunity to compete at regular intervals? 

(d) Give examples of the extent to which your subcontractors have changed 
for the same or similar items during the recent past. 

(e) To the best of your knowledge, how many companies are capable of pro- 
ducing or assisting in the developing of the items mentioned in (a) through (d)? 

(f) Are specifications and other data made available on an equal basis to all 
concerns which indicate a desire to participate in your subcontracting program? 

(g) Are your requirements formulated and made public in sufficient time to 
allow adequate bid time? 

Answer. (a) No. We have long been convinced that having a bidders’ list 
is unnecessarily confining. We have long subscribed to what we term the “open 
door policy,” that is, our procurement offices are open 8 hours a day, 5 days a 
week to all who can serve us and we welcome all suppliers. 

(b) We obtain competition to the greatest extent possible. Even when ar- 
ticles are sold from a published price list the element of competition still re- 
mains because here, in many instances, a better record of service rendered by 
a supplier will secure business to him. This is true of nearly all of our raw 
material supplies. 

In the field of purchased parts and aircraft hardware, we do everything pos- 
sible to stimulate eompetition and this portion of our business is bid very 
broadly. For instance, the buyer who procures hydraulic fittings may accumu- 
late his requirements for several days and list them on a bid form. This form, 
which may comprise several dozen items, is submitted to 15 or 20 manufacturers 
of this product. There are certain limitations to this practice, in that manu- 
facturers making “AN” hardware, etec., must have their articles on the “Quali- 
fied Products List” published by the armed services before we can buy them. 
Aside from this requirement, the bidding is as previously stated, very extensive. 

Most of the subcontracting for expensive and complicated items of aircraft 
equipment and assemblies for missiles, whether they be mechanical, hydraulic, 
electronic or pneumatic assemblies, is accomplished by first developing a per- 
formance specification. This specification is forwarded by our purchasing de- 
partment to as many as 15 or 20 companies who have known capabilities in the 
particular field involved. 

(c) For the reason stated in (a) and the outline offered in (b), we do not 
have a rotation of bidders’ lists as such. The rotation is accomplished by the 
broad solicitation from firms who have displayed an interest or who are known 
to have capabilities or both. 

(d) This is an extremely difficult question to answer. Some of the articles 
mentioned in (b). in the fiield of purchased parts, have been secured from lit- 
erally dozens of different sources in a span of several years. The more complex 
assemblies are moved less often. In this latter category, for reasons of quality, 
price, delivery, and other factors it is sometimes more efficient to negotiate, after 
audit if necessary, reasonable prices for follow-on procurement. 

(e) We have approximately 11,000 suppliers, all of whom are sufficiently com- 
petent to fulfill one or more of our needs. We are constantly adding new sup- 
pliers to our list but we have no estimate, other than that contained in standard 
publications such as the Aviation Directory, of the total number of suppliers 
eapable of serving us. 

(f) Yes. 

(7) Due to the constant and rapid technological progress which results in 
many changes to vehicles during their production we frequently are required to 
procure goods and services on short notice. For this reason our requirements 
are not always made known to the market in sufficient time to allow for both 
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adequate bid, production and delivery time. We try to avoid this situation as 
much as possible but when it does occur all bidders are on an equal basis. 

12. Question. In your experience, to what extent has lack of security clear- 
ance hampered small concerns interested in participating in your subcontracting 
program? 

Answer. The extent of this problem has been minor. 

13. Question. Have you acquired any small business during the past 24 
months? Were any of these your former suppliers? 

Answer. No. 

14. Question. What recommendations do you have for the improvement of 
participation by smaller companies in defense subcontracting? 

Answer. We believe the greatest contribution to increased participation of 
small business in the defense program can best be made by small business itself. 
We believe the adoption of a policy of constant solicitation of work, improve- 
ment of individual capabilities and a strong competitive spirit are the most im- 
portant factors to improvement of participation. 


CoMMENTS ON S. 500 


1. We are in accord with the philosophy of this section which recognizes 
the concept of competitive negotiation as a necessary corollary to formal ad- 
vertising. 

2. We were somewhat concerned with the language contained in the fore- 
runner to this bill as the purchase of complicated products by performance 
specification is extremely difficult. We are satisfied, however, with the provi- 
sion as contained in this bill in that it states that the specifications will 
be prepared in the simplest manner consistent with the Government’s require- 
ments. 

3. We recognize that as a prime contractor to the Government we must assume 
and follow the Government’s policies with the respect to placing a fair share 
of our procurement with small business. We have no objection to undertaking 
this responsibility as a part of our contracts with the Government, provided that 
the implementing regulations and contract language resulting from section 5(f) 
of the bill are written in such a manner to assure that the other objectives of 
the bill are not compromised i.e., economies, efficient procurement reliability, and 
expedited delivery. 

4, Based upon our experience with those military systems to which this com- 
pany has contributed, we have concluded that the method of procurement pre- 
scribed by section 7 of the bill is the most appropriate means in many cases, and 
we support the legal recognition which S. 500 would give to this concept of pro- 
curement. 

5. We believe that where the type of contract used for a particular procure- 
ment or the mechanics for making and administering the contract already ful- 
fill the objectives of the Renegotiation Act to avoid excessive profits, that such 
procurements should be exempt from the necessity of further examination by the 
Renegotiation Board. 


D. STATEMENT OF GENERAL DyNAMICS, NEw York, N.Y. 


GENERAL DYNAMICS CorP., 
New York, N.Y., April 22, 1959. 
Hon. JoHN SPARKMAN, 
Chairman, Select Committce on Small Business, 
U.S. Senate, Washington, D.C. 

DeaR SENATOR SPARKMAN: This is in reply to vour letter of March 27, 1959, 
inviting General Dynamics Corp., to submit a written statement to be made a 
part of the permanent record of the hearings to be held commencing April 22 by 
the Subcommittee on Government Procurement. We regret that we were unable 
to have this statement to you by April 17 for reasons explained to Mr. Stults, 
your staff director. 

We will deal in part I of this letter with the 14 questions relating to sub- 
contracting and in part II will offer some comments on S. 500—the bill introduced 
by Senator Saltonstall to amend the Armed Services Procurement Act. 
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Part I 


When considering the information which follows, please bear in mind that with 
respect to certain questions the information was not always available in the 
form requested. In these instances we have attempted to furnish the best in- 
formation which was available in a form that is responsive to the questions sub- 
mitted. The answers which follow are listed in the same order as the questions 
submitted : 

1. We have used the calendar year 1957 in replying to your question as to total 
receipts from Government defense contracts because final results for 1958 on 
related questions are not available. The total amount of the corporation’s sales 
for 1957 which were subject to renegotiation under the Renegotiation Act of 
1951, as amended, was $1,310,684,702. ‘ 

The estimated backlog of Government work at December 31, 1958, based on 
contracts and letters of intent aggregated $1,650 million. 

2. Of the total amount of the corporation’s renegotiable receipts for 1957, 
approximately $635 million was subcontracted to other companies in connection 
with materials, supplies, and services of the type directly attributable to Govern- 
ment contracts. 

Of the estimated total backlog of Government work at December 31, 1958, 
approximately 50 percent was or is intended to be subcontracted to other 
companies. 

3. The total dollar amount of materials, supplies, and Services of the type 
directly attributable to Government work subcontracted during 1957 to the 
furnished list of companies, excluding the corporation, was approximately 
$83,400,000. 

4. The total dollar amount subcontracted during 1957 to small business was 
approximately $292,500,000. Such amount excludes purchases having only an 
indirect relationship to performance of Government contracts. 

5. Government procuring agencies have included provisions for subcontract- 
ing to small business concerns in our contracts. Department of Defense Direc- 
tive 4100.20, regarding procurement from snmiall business, is implemented by 
Armed Services Procurement Regulations 1-700 through 1-708 and we do our 
utmost to use small business concerns consistent with sound procurement. 

6. In preparing proposals for submission, we estimate the amount of orders 
we will subcontract to small business concerns. 

7. In each of the divisions of the corporation we have active programs for 
the promotion of small business participation in our subcontracts. For example, 
the standard operating procedures of the Convair Division of General Dynamics 
Corp. include specific provisions to promote participation by small busi- 
ness as a matter of policy. This policy has also been amplified in formal con- 
ferences with procurement personnel and implemented by purchasing department 
instructions, procurement manuals, and bulletins. These procedures define small 
business and specify that the buyer solicit quotations from small business 
concerns. ‘This effort is further implemented by including in all subcontracts 
and purchase orders the same clause relating to the small business program 
that has been negotiated into our prime contracts at this division. Our other 
divisions also carry on active programs for promoting participation of small 
business and we believe that as a result the share of subcontracts awarded to 
small business has been increased. 

8. Each of the corporation's principal operating divisions has appointed one 
or more employees to be the small business liaison man. In this capacity, his 
function is to coordinate all activity relating to the promotion of subcontracting 
to small business concerns. It is his responsibility to assure that a fair propor- 
tion of total purchases for materials, supplies, and services is placed with small 
business concerns. Another function is the channeling of inquiries and bid 
requests from small business to the correct buying personnel. The small 
business liaison man at Certain divisions participates in the “make or buy” 
decision; at other divisions, his recommendations are given consideration. 

9. The maximum amount of subcontracting consistent with economy and effi- 
cient performance of the contract is awarded to small business concerns. 

10. Every consideration is given to subcontracting with small concerns. Al! 
economic factors relating to performance under the contract are considered, 
including financial responsibility, quality and performance capability. 

11. Subcontractors are chosen as follows: 

(a) We have bidders’ lists for most items. 








2°66 SMALL BUSINESS IN DEFENSE SUBCONTRACTING 


(6) Price competition is generally used; three or more competitive bids are 
solicited prior to award of business. Exceptions to this are in the area of single 
source suppliers of proprietary items or where the product is patented. 

(c) We have a rotaticn of bidders’ lists at several divisions so that all in- 
terested small firms may have an opportunity to compete at regular intervals. 
Alternative sources are solicited. 

(d) Recent examples of the extent to which subcontractors have been changed 
for the same or similar items are as follows: 


Product From— To- 
Longerons (aircraft structural members) .| Utility Metal Products Bradford Associates. 
Aircraft spare parts__- Se iiee bead .| Beech Aircraft Corp a Ashbeck, Wil-Pac, Alpha 


| Research and other small 
business concerns. 
Hinge-halfs (manufacturing parts) -- _- Utility Metal Products Dumont Milling Co. 

Air induction ventilation heaters. ----- .| E. L. Wiegand... sis Vulean Electric Co. or Elec- 
tro-Therm Ine. 


(e) Except for highly specialized items, patented itenis or specially developed 
components, there are usually a number of sources of procurement. If by the 
clause “items mentioned in (a) through (d),” reference is made to all items 
subcontracted by us, there are, to the best of our knowledge, in excess of 24,000 
qualified vendors capable of producing or assisting in the developing of the items 
mentioned in (a) through (d). 

(f) Specifications and other data are made available on an equal basis to all 
concerns which indicate a desire to participate in our subcontracting program 
provided they are technically and financially competent and have appropriate 
security clearance. 

(g) Generally, quotations are solicited from qualified sources on a timely 
basis, consistent with the required delivery schedules. At times, however, our 
requirements are not formulated in sufficient time to allow adequate bid time. 
This is particularly true in design and development work on new items. 

12. In our experience, lack of security clearance has not hampered small econ- 
cerns interested in participating in our subcontracting programs. 

13. We have not acquired any small business concerns in connection with 
our defense activities during the past 24 months. 

14. Our recommendations for the improvement of participation by smaller 
companies in defense subcontracting are as follows: 

(a) Smaller companies need to improve their research, development, testing 
and engineering capabilities in order to secure a larger participation in defense 
subcontracting. This might be encouraged by an educational program sponsored 
by the Government. 

(6) Smaller companies must improve their manufacturing standards to insure 
the degree of reliability required in every part and component of large, complex 
weapons systems. 


Part II 


You have also asked for any comments we may have with respect to S. 500 
introduced by Senator Saltenstall. In our opinion the objectives of the legisla- 
tion are sound and in the interest of the defense program. We believe that the 
enactment of the bill will go a long way toward realizing the benefits which its 
sponsors envisage: increase speed and efficiency in weapons development and 
production, establish incentives to promote the fullest utilization of industrial 
ingenuity and promote management responsibility for industry’s part in weap- 
ons development. Our comments on the specific sections of the bill to which you 
refer are as follows: 

Section 3(a).—The principal effect of this section is to place competitive nego 
tiation on an equal footing with formal advertising as a method of procurement. 
The aircraft, submarine and electronics industries in which we participate often 
involve highly complex equipment. Formal advertising presents many practical 
difficulties in procuring weapons systems involving thousands of parts, many of 
which are not completely designed at the time of the award. Competitive nego- 
tiation is an effective method ‘of procurement in these situations, offering the 
necessary protections to the Government as well as opportunities to industry to 
offer its services on a realistic basis. As we read the bill, unqualified or simple 
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negotiation may only be used in a situation involving 1 of the 17 statutory excep- 
tions and then only when the needs of the military, the kind of product and the 
commercial situation do not require or do not permit competition either through 
competitive negotiation or formal advertising. 

Section 4(f) (e).—The requirement that specifications describing property to 
be procured are to be written where practicable in terms of functional per- 
formance characteristics would also contribute substantially to industry’s ability 
to produce complex equipment speedily, efficiently and with added ingenuity. 
Elaborate requirements of detailed design and manufacturing specifications on 
complex weapons systems either freeze the design prematurely or result in con- 
stant changes as the equipment proceeds through development. We have no 
doubt that this change to performance specifications is highly desirable. 

Section 5(f)—The need for this section apparently arises because there is now 
a question under applicable law as to whether the head of an agency has the 
power to require that a prime contractor restrict to small business concerns com- 
petition in the prime’s procurement of property specified in his contract. We 
recognize that certain protections are necessary to insure that small business 
receives a fair proportion of defense procurement. The effectiveness of this 
section and its contribution to the objectives of the legislation will depend in 
large part upon how wisely it is administered by the agencies. 

Section 7.—As a corporation, we have been an enthusiastic proponent of the 
weapons system concept. Developed and used initially by the Air Force, it has 
been effective in cutting down lead time. This section formalizes the weapons 
system approach to procurement and in effect would provide a clear national 
policy for procurement of these highly complex weapons. The aim is to fix on 
the prime or weapons system contractor, under the supervision of a fully em- 
powered, clearly delineated administrator, the responsibility to plan, develop, 
schedule, procure and produce the weapons system in accordance with flexible 
industrial practices. In our view, this method of procurement has generally 
been successful where used. Under this legislation the techniques of the Govern- 
ment and industry in applying it to full advantage would improve. Procurement 
practices such as those outlined in this section are, in our opinion, the only kind 
which are compatible with the requirements of the space age, and should there- 
fore receive positive sanction and encouragement. 

Section 9.—We concur in the objective of this section. Renegotiation is not 
compatible with the theory of fixed price contracts, contracts made after formal 
advertising, or incentive contracts, and tends to destroy the effectiveness of these 
methods of procurement. These methods are inherently designed to achieve the 
best results for the Government at the time of contracting. The best results can 
be obtained only if both parties to the contract respect the integrity of the process 
and do not subject these results to second-guessing. 

We are happy to have had this opportunity to offer our comments on these im- 
portant national problems and hope that they will be of help to your sub- 
committee. 

Very truly yours, 
L. W. ADKINs, Comptroller. 


E. STATEMENT OF GENERAL Morors Corpe., DETROIT, MICH. 


GENERAL Motors Corp., 
Detroit, April 22, 1959. 
Hon. JOHN SPARKMAN, 
Chairman, Select Committee on Small Business, Subcommittee on Government 
Procurement, Washington, D.C. 


Sire: The attached statement is submitted in response to your letter of March 
27, 1959. This statement covers the portion of your request relating to the 
policies of General Motors in connection with the subcontracting of work on 
defense contracts. 

As indicated in our letter of April 10, 1959, we were not able to complete the 
questionnaire in time to submit to your committee on the date requested, April 
17. Weare, therefore, forwarding these data so that they will be available to 
your committee during the scheduled public hearings which commence on April 
22, 1959. 

Sincerely, 
JOHN F. Gorpon. 
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REPLY TO QUESTIONS REGARDING SUBCONTRACTING POLICIES 


1. During the latest accounting period for which statistics are available, 
preferably fiscal year 1958, what were your total receipts from Government de- 
fense contracts? What was your on-contract status on December 31, 1958? 

Total receipts from Government defense contracts for the calendar year 1958 
were $468,415,000. (This represents cash receipts on defense contracts and 
varies slightly from the defense sales booked during the year 1958 of 
$455,396,000) . 

As of December 31, 1958, General Motors had outstanding firm orders on de- 
fense contracts of $212,846,000. 

2. Of those receipts, what total dollar amount was subcontracted to other com- 
panies? Of this amount, what percent is, or is intended to be, subcontracted? 

For the calendar year 1958 the dollar amount subcontracted to other com- 
panies was $239,208,000. 

It should be pointed out that a comparison of receipts and subcontracted 
amounts over a stated period such as a calendar year results in a distortion. 
This arises out of the fact that subcontract amounts are expended before re- 
ceipts from the Government applicable to the same prime contracts are received. 
To minimize this distortion, receipts and subcontracted amounts should be com- 
pared on a cumulative basis, as in exhibit A attached which summarizes the 
Defense subcontracting small business program reports which are forwarded 
semiannually to the Air Materiel Command, Wright Air Field, Dayton, Ohio. 

We have no way of knowing what percentage of the subcontract business our 
vendors receive from General Motors is in turn subcontracted by them. However, 
we do know from actual analysis of individual items that the subcontracting 
process does not stop at the first tier of vendors selling to GM, but goes beyond 
to as many as three or four subsequent tiers. 

8. What was the total dollar amount subcontracted with the attached list of 
20 companies? 


Year 1958 

IR hat Lin ott eppnemntciprenah iv enmeeyen 0 
I ent bch eaten pw eninndnigayes oe cae ienonene 0 
I a sae np p eer cieminnsimsninpmapeomminene $2, 723, 000 
a a © os dh lig letneapm ini epee pion eoenicennstinere 122, 000 
I cI) a a a ea ic cd cits eines Seni ein eerie wempen 81, 000 
I a lieteeceneninelnneninninmenenreennies 104, 000 
American Telephone & Telegraph Co_----.-.--.---------_------- 388, 000 
I UR i eee eopeemewamen en enenneniren 69, 000 
I i chines entnchimeeaneenpienenen 9, 000 
I a salen apsdeseigeee nese ciub enw reonberee 81, 000 
ON ae a a eesietesemearpenemnirtieninincnonenpmmenmnenensnenenanes 0 
i a wirnrennttninenninrercioten 66, 000 
Ok eetansncipanipenenetaenaimioonrntenscberses 0 
ad acs is ein arecipieirennienneriien 0 
International Business Machines Corp._............._.._-__-.__-.. 1, 742, 000 
i sas eini piimeatasnniienreenions 0 
Teen enn nn en en cle namneennemaemene 352, 000 
nnn? een RN Bt ee) ee eed 0 
Neen ee eee pe sms hae t isabaniie iereste in naenenainene tonne 12, 000 

Neen ee eee en ok elles $5, 749, 000 


The amounts shown are consistent with those reported on the DD 1140 Defense 
Srbeontracting Small Business Report Form. It should be pointed out, however, 
that in many cases the amounts shown represent an allocation of indirect costs 
as distinct from the cost of finished parts or components. For example, the 
amount reported for the International Business Machines Corp. represents prin- 
cipally machine rental that has been allocated to military business. 

4. What was the total dollar amount subcontracted with small business (gen- 
erally those companies having less than 500 employees)? To what extent does 
this amount reflect purchases having only an indirect relationship to perform- 
ance of the contract? 

In the calendar year 1958, $87,312,000 was subcontracted with small business 
on the first tier as explained below. (For reporting purposes, those companies 
having less than 500 employees were considered small businesses. ) 
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This $87,312,000 represents 18.6 percent of 1958 calendar year military receipts 
of $468,415,000, or 36.5 percent of $239,208,000, the total amount subcontracted. 
These percentages, however, do not reflect the total small business share in the 
defense work of General Motor because only first tier subcontracts are included 
in the amounts reported. The balance of General Motors’ outside purchases 
($151,896,000) is contracted to larger companies; however, these companies in 
turn subcontract a portion of the work to other companies—a large number of 
which have less than 500 employees. If these first tier subcontractors maintain 
the same relationship as does General Motors in its contractual arrangements, 
it is estimated that the total share of the General Motors’ defense work which 
ultimately reached small business concerns was in the area of $115 million. 
This would be nearly 50 percent of the total amount subcontracted by General 
Motors. 

‘Time limitations did not permit segregation of amounts having indirect rela- 
tionship to the performance of the contract. 

5. What steps have the various procuring agencies of Government requested 
you to take with respect to subcontracting with smail business? 

The various governmental procurement agencies requested that General Mo 
tors cooperate with the service branches to encourage participation of small 
businesses as suppliers on defense work. The requests for proposals contain 
the “utilization of small business” clause and further require an estimate of 
sinall business participation. General Motors has acceded to these requests by 
establishing a defense subcontracting small business program throughout the 
corporation. 

6. To what extent has your subcontracting program with small business been 
a consideration in contract negotiations? 

The small business subcontracting program is given consideration in all con 
tract negotiations as indicated by the results shown in the answer to question 4. 

General Motors adopted certain defense production policies early in World 
War Ii, among them those relating to subcontracting, namely: 

“Seek to obtain contracts for the more complicated defense products. 

“Concentrate GM production facilities on the most difficult parts of these 
products. 

“Subcontract to the extent practical as much as possible of the balance of 
component parts.” 

These policies have continued in effect, quite independent of any Government- 
initiated programs regarding subcontracting. In this connection, it may be of 
interest that during the Second World War the number of General Motors’ 
suppliers rose from 12,000 to 19,000. This policy continues in peace time with 
the suppliers numbering 26,000, a large percentage of which are small business 
concerns. 

7. Do you have an active program for the promotion of small business partici- 
pation in your subcontracts? If so, what functions does it perform? Has this 
program increased the share of subcontracts uwarded to small business? 

Yes, to implement this we established a Defense subcontracting small business 
program along with implementing instructions which were transmitted to all 
divisional general managers, group and staff executives. This program was 
established on the basis of the Army, Navy, Air Force and Department of 
Defense implementing instructions. Following this, each GM division estab- 
lished its own program which is adhered to by all buyers. Wherever possible, 
awards are made to qualified small business concerns. 

Since the establishment of the reporting for the Defense subcontracting small 
business program, a relatively stable percentage of our military subcontracts 
have been awarded to small business concerns. (See attached exhibit A for a 
summary of the Defense Subcontracting to Small Business Reports—Form DD 
1140). 

Our experience, both commercial and defense, has indicated a continuing de- 
pendence upon small business as a reliable source of supply for materials, parts, 
components and services. 

8. Do you have, in your company, a small business liaison man? If so, what 
are his functions? Does he have authority in the make-or-buy decision? 

The vice president, manufacturing staff, is the small business liaison officer 
for General Motors. In turn, each divisional general manager has an executive, 
usually the chief procurement officer, to act as the small business liaison officer 
for his division. 
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These divisional small business liaison men are members of the management 
group responsible for arriving at these decisions. 

9. To what extent does small business policy affect your make-or-buy decision? 

10. To what extent does such policy affect your decisions as to the companies 
with which you shali subcontract? 

‘These questions are closely related. 

There are many factors that go into the determination of a make-or-buy deci- 
sion. Consistent with product quality and timely delivery, the major objective 
is to arrive at a decision that will result in the most economical cost to the 
Government. 

The selection of a source of supply is governed by many considerations, among 
these—competitive cost, ability to perform, caliber of management, facilities 
available, and geographical location. It is the corporation’s expressed policy 
to give qualified small businesses an equal opportunity to compete for subcon- 
tractor work at all times. 

11. What are the mechanics by which you choose your subcontractors? 

(a) Do you have a bidders list for most items? 

Yes. 

(0b) To what extent do you have price competition? 

It has always been our policy to obtain competitive bids except in few and 
unusual cricumstances such as proprietary items. 

(c) Do you have a rotation of your bidders’ lists? So that all interested 
small firms have an opportunity to compete at regular intervals? 

All interested qualified small business concerns have an equal opportunity to 
compete by the submission of quotations at the time each segment of the con- 
tract is being purchased. 

(d) Give examples of the extent to which your subcontractors have changed 
for the same or similar items durig the recent past. 

This information is not readily available, but, in general, sources are periodi- 
cally reviewed. We believe that frequent changing of sources of supply for 
reasons other than price or performance would be economically unsound, partic- 
ularly in cases where costly tooling is involved. 

(e) To the best of your knowledge, how many companies are capable of pro- 
ducing or assisting in the developing of the items mentioned in (a) through (d)? 

Unknown. 

(f) Are specifications and other data made available on an equal basis to 
all concerns which indicate a desire to participate in your subcontracting pro- 
gram? 

Yes, to all who are qualified. 

(g) Are your requirements formulated and made public in sufficient time to 
allow adequate bid time? 

Requests for quotations, along with the necessary technical data, are fur- 
nished to prospective qualified suppliers in ample time for the submission of a 
bid. It must be recognized that the end delivery date established by the con- 
tracting agency for the prime contractor is the determining factor in setting 
time limits. 

12. In your experience, to what extent has lack of security clearance ham- 
pered small concerns interested in participating in your subcontracting program? 

Our experience indicates that lack of security clearance has not been a prob- 
lem in allowing qualified small business concerns to participate in our subcon- 
tracting program. 

13. Have you acquired any small business during the past 24 months? Were 
any of these your former suppliers? 

None. 

14. What recommendations do you have for the improvement of participa- 
tion by smaller companies in defense subcontracting? 

As pointed out on many previous occasions, General Motors Corp. has long rec- 
ognized the interdependent relationship between American businesses of all types 
and sizes as an outstanding characteristic of our free competitive system. The 
most recent supplier statistics available indicate that of our 26,000 suppliers, for 
both commercial and military products, 89 percent have fewer than 500 employees, 
General Motors could not operate without the help of these thousands of small 
supplying businesses. 

Your letter pointed out your subcommittee’s concern over the ability of small 
businesses to compete equally for defense business. Our experience indicates 
that qualified small businesses by their very nature are better able to compete 
in certain areas than large companies. The awarding of subcontracts to small 
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businesses on the basis of their qualifications is entirely consistent with the 
desire and the need to maintain maximum efficiencies in procurement. With this 
in. mind, it would seem most appropriate that any aid rendered small business 
by prime contractors should more properly be in the area of improving their 
qualifications to compete. General Motors has consistently extended such help 
to subcontractors, enabling many of them, particularly smaller concerns, to 
assume production tasks for which they had not previously been qualified. Any 
inflexible rules or regulations imposed upon procurement practices can only tend 
to make more difficult the effective choice of suppliers and thus increase costs 
to the Government. 

We, therefore, feel that the existing directives and regulations pertaining to 
small business participation are satisfactory for the efficient performance of 
defense subcontracting. 

As further evidence of our longstanding interest in and the importance we 
attach to our relationship with our suppliers, we are forwarding the following 
publications: 


1. Selling to GM (issued in June 1956) 

2. Our Supplier Relationships (issued in September 1956) 
26,000 Partners (issued in January 1957) 

4, Small Business and General Motors (issued in August 1957) 


oot 


Exutrair A.—General Motors Corp. defense subcontracting small business 
program, summary of semiannual reports 


{In thousands of dollars] 


| 





| | | 
| Cumulative 
| Jan.lto | Julyito | Total, 1958 period, July 
June 30, 1958 | Dec. 31, 1958 1, 1956, to 
| Dec. 31, 1958 
tM eS ie eel ee FE. 
| } 
Military subcontracts and purchase payments | | 
10 | 
Small business concerns ! “d $43, 462 | $43, 850 | $87, 312 $263, 005 
Large business concerns. -. thi eeosrt 77, 470 | 74, 426 151, 896 | 466, 392 
Total. 120, 932 | 118, 276 | 239, 208 729, 397 
Military contract receipts, from: | 
Military procurement agencies ; 211, 433 187, 064 398, 497 1, 128, 287 
Business concerns we 36, 085 | 33, 833 69, 918 | 181, 866 
or _ _ - - } — 
Doth. xcén uc bette 247, 518 | 220, 897 468, 415 1, 310, 153 
Small business share (percent) - id 17.6 | 19.9 | 18.6 20. 1 
| | 


1 This represents subcontracting with small business only on the Ist tier as explained in answer to ques- 
tion 4. 


Note.—This information has previously been submitted on a confidential basis to the Executive for Small 
Business, Directorate of Procurement and Production, Air Materiel Command, Wright-Patterson Air 
FKerce Base, Ohio. 


FE. STATEMENT OF HUGHES ArrRcRAFT Co., CULVER CiITy, CALIF. 


HuGHES AIRCRAFT Co., 
Culver City, Calif., April 10, 1959. 
Hon. JOHN SPARKMAN, 
Chairman, Select Committee on Small Business, 
United States Senate, Washington, D.C. 


My Drar SENATOR SPARKMAN: Your letter of March 27, 1959, addressed to 
our Washington office, has been forwarded to my attention. We are pleased to 
submit this statement to be made a part of the permanent record of the hear- 
ings which your subcommittee will be holding on April 22, 23, and 24, 1959, and 
to attach answers to your specific questions. 

We have been aware that the small business share of our receipts on defense 
«contracts has decreased each 6 months from the period ending June 30, 1956, 
through the period ending June 30, 1958. We have been informed by the Air 
Force that this coincides with the overall percentage of decrease experienced 
by Air Force prime contractors. 
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In an effort to reverse this trend, we paid particular attention during the 
past year to insure that small business received proper consideration in the 
placing of our purchase orders. When the last 6 months report (December 31, 
1958) showed an improvement of only 1 percent, however, we realized that a 
change in procedures was indicated. 

The first objective of a program to assure consideration of small business is to 
make that program known in all its detail to every person who will be concerned 
with its operation, and then to provide adequate reporting and inspection of 
individual and group performance. The program can then be controlled and 
necessary corrective measures taken. 

In January of this year, representatives from Headquarters, U.S. Air Force 
and Air Materiel Command met with a group of prime contractor representatives 
at the Los Angeles air procurement district. At that time, a small business 
program, which covered the objectives which we had in mind, was presented. It 
provided for each buyer maintaining a checklist on each purchase order, indicat- 
ing the number of small business concerns which had been invited to bid, and 
recording the reasons for placing the purchase order with the successful sup- 
plier. it also provided for consolidating all the individual checklists. These 
reports would then be available to management for analysis and appropriate 
action. In this manner, a direct control over the action of each and every 
buyer would be possible. 

At the same time, it was suggested that in each purchase order of $100,000 
or more, the subcontractor would be obligated to report back to the prime con- 
tractor the same statistics on its subcontracting that the prime generated at 
his plant. This would also apply to any number of lower tier subcontractors 
where a subcontract was in excess of $100,000. In the case of suppliers receiv- 
ing subcontracts of $500,000 or over, a condition to receiving the order would 
be that the subcontractor would institute in his company, so far as his defense 
work was concerned, a small business policy parallel with the prime’s. 

It was also suggested that information concerning the award of purchase 
orders exceeding $100,000 be released to the appropriate Air Force and Small 
Business Administration offices to assure dissemination of this knowledge to 
small business concerns in the area. 

Upon due consideration by our company’s management, this suggested plan 
of the Air Materiel Command was adopted in its entirety, and on March 2, 1959, 
Mr. L. A. Hyland, vice president and general manager, so informed Brig. Gen. 
W. A. Davis of Air Materiel] Command. 

We are attaching a copy of our small business contracting policies and pro- 
cedures, as well as a description of the internal and external controls em- 
ployed in connection therewith, and copies of the forms which are used in the 
preparation of reports.’ We believe that this program, which is being given 
top management attention, is the most constructive step that a prime contractor 
can take at this time. 

In this program, as in all our procurement programs, it is, above all, our 
purpose to maintain maximum efficiencies in procurement so that the products 
which we are delivering to the Government may be effective, reliable and at 
the lowest possible cost. 

Sincerely yours, 





P. G. Hart, 
Manager of Materiel, General Office. 


ANSWERS TO QUESTIONS ATTACHED TO SENATOR SPARKMAN’S LETTER OF 
Marcu 27, 1959 


1. Question. During the latest accounting period for which statistics are 
available, preferably fiscal year 1958, what were your total receipts from Gov- 
ernment defense contracts? What was your on-contract status on December 
31, 1958? - 

Answer. Total receipts from Government defense contracts for calendar 
year 1958 were $492,492,000. On-contract status, December 31, 1958, was 
$726,756,000. 

2. Question. Of those receipts, what total dollar amount was subcontracted 
to other companies? Of this amount, what percent is, or is intended to be sub- 
contracted? 


1 Retained in committee files. 





pe 


mn 


A 
B 


tr 
in 
bu 


cO0 
to 


de 





SMALL BUSINESS IN DEFENSE SUBCONTRACTING 273 


Answer. Total amount subcontracted was $205,048,000. Approximately 30 
percent of this would be further subcontracted. 

Nore.—In conformance with DD Form 1140, the above figures represent dis- 
bursements for the calendar period. 

3. Question. What was the total dollar amount subcontracted with the at- 
tached list of 20 companies? 

Answer. Approximately $12 million. 

Nore.—Same basis as in No. 2 above. 

4. Question. What was the total dollar amount subcontracted with small 
business (generally those companies having less than 500 employees)? To 
what extent does this amount reflect purchases having only an indirect rela- 
tionship to performance of the contract? 

Answer. Total amount subcontracted with small business during this period 
was $89,766,000. Approximately 20 percent of this amount would have an in- 
direct relationship to the performance of contracts. 

5. Question. What steps have the various procuring agencies of Govern- 
ment requested you to take with respect to subcontracting with small business? 

Answer. In the fall of 1951, Air Materiel Command, through Los Angeles 
Air Procurement District, explained to us in detail the provisions of the Small 
Business Act and the manner in which defense contractors were expected to 
comply. A small business liaison officer was appointed and small business 
matters were referred to him for attention. In 1956, Air Materiel Command 
requested that we make semiannual reports of the dollars subcontracted to 
small business on DD Form 1140. This immediately was complied with. In 
early January 1959 Gen. W. A. Davis of Air Materiel Command invited us to 
a meeting at the Los Angeles Air Procurement Office to consider means by which 
the small business subcontracting program could be strengthened. A method 
of operation was proposed and on January 26, 1959 General Davis followed this 
up with a letter to the vice president and general manager, suggesting that this 
program be adopted. This suggestion was complied with in all its details, re- 
flected in the small business program brochure, which is attached. 

6. Question. To what extent has your subcontracting program with small 
business been a consideration in contract negotiations ? 

Answer. Proposals to the services and defense prime contractors include 
information concerning our small business policy and controls, They also in- 
clude where possible, a subcontracting structure which indicates (he major sub- 
contractors being considered in each instance. Small business’ participation in 
these subcontracts is therefor indicated. 

7. Question. Do you have an active program for the promotion of small 
business participation your subcontracts? If so, what functions does it 
perform? Has this program increased the share of subcontracts awarded to 
small business? 

Answer. Our formal program for the promotion and participation of small 
business in our subcontracts is detailed in the attached brochure. 

It provides greater opportunities for small concerns to compete for subcon- 
tracts and, at the same time, provides officials of our company with statistical 
information which will reveal the extent of our efforts to include qualified small 
business subcontractors in our programs. 

While it is believed that this program will help to increase the share of sub- 
eontracts awarded to small business, it has not been in operation long enough 
to provide adequate statistical information. 

8. Question. Do you have, in your company, a small business liaison man? 
If so, what are his functions? Does he have authority in the make-or-buy 
decisions? 

Answer. We have a small business liaison officer. He is responsible for 
recommending policies to accomplish the provisions of Department of Defense 
directives on the Small Business Act, for establishing applicable procedures, 
and for taking measures to assure compliance. 

He has no authority on the make-or-buy decision. This function is performed 
by the division steering committees which have been established under our 
approved subcontracting procedure. 

9. Question. To what extent does small business policy affect your make-or- 
buy decisions? 

Answer. Our small business policy does not affect our make-or-buy decisions. 
The various factors considered by the steering committees are governed overall 
by the considerations of how we may best produce a reliable end product on 
schedule, and at the lowest possible price. 
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10. Question. To what extent does such policy affect your decisions as t 
the companies with which you shall subcontract? 

Answer. Our small business policy attempts to assure that encouragement is 
given all known qualified small businesses to enter competitive bids. 

11. Question. What are the mechanics by which you choose your sub 
contractors? 

(a) Do you have a bidders’ list for most items? 

Answer. We maintain an approved vendors list, consisting of two parts: 

(1) An alphabetical list of suppliers acceptable from a financial, facility. 
and quality standpoint for certain defined categories of work. 

(2) A list by individual part number which specifies approved suppliers 
who have qualified their product through our engineering standards 
department. 

Question (b). To what extent do you have price competition? 

Answer. We provide price competition wherever possible. Two of our state? 
purchasing policies are (1) “to procure materials at the lowest cost consistent 
with the quality and service required,” and (2) “to increase and develop small 
business to the highest degree consistent with sound economical purchasing 
policies.” 

Question (c). Do you have a rotation of your bidders’ lists? So that all 
interested small firms have an opportunity to compete at regular intervals? 

Answer. We do not have a rotation as such, but we are constantly updating 
the list by the inclusion of qualified companies. 

Question (ad). Give examples of the extent to which your subcontractors have 
changed for the same or similar items during the recent past. 

Answer. In the thousands of parts which we purchase, there is a constant turn- 
over of suppliers. Some recent examples are: 

(1) In the case of a vertical gyro, originally manufactured by company 
A, part of the production was diverted to company B, and later company 
C developed a cheaper product and was given the majority of the business. 

(2) A company which manufactures a relay of superior quality was able 
to obtain a majority of our business for this item which had previously 
been manufactured by several other suppliers. 

(3) It was determined that a motor-driven switch and a crystal filter, 
which we were manufacturing ourselves, could be produced better ani 
cheaper from outside suppliers. This business was diverted to them. 

(4) A hysteresis clutch, originally supplied by companies A and B, is now 
being supplied by company C because of the greater reliability of its 
product. 

(5) We helped a small company deyelop a process to obtain a harder 
finish on nonferrous metals and are now obtaining our requirements from 
that company. 

Question (e). To the best of your knowledge, how many companies are ca- 
pable of producing or assisting in the developing of the items mentioned in (a) 
through (d)? 

Answer. We have approximately 5,600 active suppliers. It is probably safe 
to assume that there may be double that number capable of producing or as- 
sisting in the development of these items. 

Question (f). Are specifications and other data made available on an equal 
basis to all concerns which indicate a desire to participate in your subcontracting 
program? 

Answer. To the extent that companies are known to have the required en- 
gineering, financial, and manufacturing capabilities, specifications and other 
data are made available on an equal basis. 

Question (g). Are your requirements formulated and made public in suffi- 
cient time to allow adequate bid time? 

Answer. Due to the complexity of our products, and to the fact that the 
customer cannot always freeze the system requirements, we generally find our- 
selves with a minimum lead time. While this automatically shortens the bid 
time, qualified suppliers are generally able to submit bids in time to enable us 
to meet schedules. 

12. Question. In your experience, to what extent has lack of security clear- 
ance hampered small concerns interested in participating in your subcontracting 
program? 

Answer. Very little. 
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13. Question. Have you acquired any small business during the past 24 
months? Were any of these your former suppliers? 

Answer. One. A former supplier. 

14. Question. What recommendations do you have for the improvement of 
participation by small companies in defense subcontracting? 

Answer. The implementation of policies, such as the one which we are pres 
ently engaged in, by all defense contractors will probably produce the greatest 
amount of participation by small companies in defense contracts. This policy 
assures that all levels of the prime contractor's organization are constantly 
aware of the small business policies, and the buying organization must make de- 
tailed reports as to the letting of contracts to small businesses. At the same 
time, it assures that all lower-tier subcontractors being given significant amounts 
of work will implement the same policies to assure participation of small busi- 
ness in their products, and provides for making public the information with re- 
spect to letting of significant subcontracts. 


COMMENTS ON BILL To AMEND THE ARMED SERVICES PROCUREMENT ACT 


!. We favor the provisions of the bill relating to competitive negotiation but 
suggest that certain changes could be made to eliminate an ambiguity with 
respect to the nature and extent of “discussions” with proposed contractors and 
the opportunity of proposers to revise their proposals. 

2. Call for performance specifications, wherever practicable, in lieu of specifi- 
cations in terms of design and manufacturing details, is considered desirable, 
since it allows a higher degree of freedom in engineering, design and manufac- 
turing construction. There would be, of course, limiting factors to its general 
application. 

38. With respect to provisions of the bill which deal directly with subecontract- 
ing to small business concerns, in the implementation thereof it is deemed essen- 
tial that careful judgment is exercised to assure that the other objectives of the 
bill are not compromised, such as economic and efficient procurement, full utili- 
zation of the Nation’s scientific and industrial resources, maximum performance, 
reliability and expedited delivery. 

4. The provisions for operational systems to be purchased from a single prime 
contractor under the weapons system technique should be modified so as to 
recognize the team concept which is predicated upon the utilization of specific 
subcontractors for certain portions of the system. 

5. Concerning the renegotiation provisions in the bill, it is believed that the 
subject of renegotiation is directly related to the broad subject of procurement, 
and that without consistency between the laws pertaining to each subject, one 
may defeat the objectives of the other. Other factors of the renegotiation pro- 
vision not covered by the bill appear to be of equal importance. It is under- 
stood that the entire subject of renegotiation is under review by another com- 
mittee of the Congress. It is hoped that, should the Congress extend the re- 
negotiation act beyond its present expiration date, the objectives of S. 500 will 
be advanced rather than undermined. 


G. STATEMENT OF INTERNATIONAL BUSINESS MACHINES CorpP., NEW York, N.Y. 


INTERNATIONAL BUSINESS MACHINES CorRP., 
New York, N.Y., April 15, 1959. 
Hon. JoHN SPARKMAN, 
Chairman, Select Committee on Small Business, 
U.S. Senate, Washington, D.C. 

My DeEAR SENATOR SPARKMAN: This is in answer to your request of March 27, 
1959, for information with respect to participation by qualified small business 
concerns in prime contracts. 

The enclosure, attachment A, contains the response to the 14 questions upon 
which you have sought information from the corporation, and, in addition, at- 
tachment B contains an analysis of the five sections of the Saltonstall bill, S. 
500, 86th Congress, 1st session, upon which you have expressed a desire for our 
comments. 

Very truly yours, 
H. W. Trimester, Jr., Secretary. 
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Attachment A 


1. For the latest accounting period for 1958 IBM calendar year, receipts from 
Government defense contracts amounted to $264,010,000. Of this amount, 
$13,524,000 was refunded to the Government, resulting in net cash receipts of 
$250,486,000. 

IBM on-contract status as of December 31, 1958, amounted to $240,446,281. 

2. Of the above receipts totaling $264,010,000, $126,980,000 was subcontracted 
(paid) te other companies. 

Information is not available from our subcontractors which would support 
a figure indicating the amount of dollars paid by IBM which will be further 
subcontracted to other firms. 

3. The sum of $18,230,000 was paid to the subcontractors indicated in the 
attached list. 

4. Of the total dollar amount paid to the subcontractors by IBM, $28,728,000 
was paid to small business. Very little of this amount paid to small business 
was for purchases having only an indirect relationship to the performance of 
the contract. 

5. Representatives of the Small Business Administration and the Air Force 
Small Business Adviser, Assistant Secretary for Materiel, Headquarters U.S. Air 
Force, have periodically called upon the small business liaison officer for IBM. 
Their discussions have included various areas of interest of the Small Business 
program as well as specific recommendations concerning the Small business 
program within IBM. Government procurement agencies include ASPR clause 
7-104.14 in most contracts which requires IBM to subcontract to the greatest 
extent. 

6. The size of a vendor is one of many factors used in the overall evaluation 
of the potential subcontractor. Assuming all other factors are comparable and 
satisfactory, the small business firm would receive favorable consideration in 
the letting of a subcontract. 

7. IBM has an active program for the promotion of small business participa- 
tion in its subcontracts. In addition, the IBM military plants have instituted 
and maintain a small business program in accordance with ASPR 7-104.14. The 
requirements of ASPR 7-104.14 are also passed on to the IBM subcontractors 
with the request that they institute similar practices within their own organiza- 
tions. IBM has participated in small business seminars. Business size is a 
factor in determining subcontract awards. Records and controls are established 
at each IBM military manufacturing plant for the purpose of determining the 
the activity of the small business program. We are unable to determine if 
this specific program has increased the share of subcontracts awarded to small 
business. IBM has always made maximum use of small business firms. 

8. The IBM director of purchasing has been designated as the small business 
liaison officer. He is responsible for coordinating the activity of the small busi- 
ness program between the various outside Government agencies and IBM; 
establishing the proper reporting procedures and the necessary records to support 
the reporting program to the appropriate Government agencies; evaluating the 
small business program as established within the individual IBM military plants: 
make specific recommendations which will assist in reaching the objectives of 
the program. He does not have the authority in make-or-buy decisions. 

9. The small business policy is one of many complex factors involved in the 
make-or-buy decisions of IBM. Our operating experience indicates that a 
reasonably large percentage of the overall prime contract is subcontracted by 
IBM to outside concerns. 

10. The small business policy which establishes the basis of determining small 
versus large business is utilized as a separate factor in the evaluation of poten- 
tial subcontractors. Assuming all other factors are comparable and meet the 
overall requirements of the contract, IBM favors the small business concern. 

11. (a) A bidders list representing many thousands of potential subcontractors 
is maintained at each IBM military manufacturing plant. 

(b) Price competition exists on all items procured except those where specifica- 
tion requirements restrict price competition for technical reasons. 

(c) Rotation of the bidders list so that all interested small firms may have 
the opportunity to compete takes place within the limitations of the extent of 
our contractual coverage. 
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(d) PCD No. 63 and No. 64 frames (large power control and distribution) for 
the SAGE contract were originally subcontracted to General Electric and later 
transferred to Daystrom Instruments. PCD No. 19 frames were transferred from 
Fairchild Camera & Instrument Corp. to Daystrom Instruments. Also tube 
testers were transferred from Chatham Electronics to Madigan Corp. 

(e) Based on the broadness of the items covered in questions (a) through 
(d), it should be anticipated that there are many thousands of companies which 
eould be considered as having the potential capabilities of maintaining or assist- 
ing in the developing of these items. 

(f) Specifications and other data are made available on a equal basis to all 
concerns which desire and are otherwise qualified and can be considered within 
the limits of competitive evaluations. 

(g) All vendors requested to bid are given equal time to prepare bids. The 
amount of time depends on the lead time provided to IBM by the Government. 

12. In our experience, the lack of security clearance for small business con 
cerns interested in participating in our subcontracting program has not ham- 
pered them to any appreciable degree. 

13. No small business has been acquired by IBM during the last 24 months. 

14. Relative to the improvement of participation by smaller companies in 
Defense subcontracting, it is recommended that consideration be given to 
developing better understanding by small business concerns of Government 
specifications and regulations. It is also suggested that simplification of ad- 
ministrative requirements for Government business would assist smaller com- 
panies in participating. 

Attachment B 


(1) Competitive negotiation of contracts (sec. 3(a) ) 


This section specifically authorizes the use of competitive negotiation as an 
unconditional alternative to formal advertising procurement. This is a de- 
sirable change to present law which permits negotiated procurement only in 17 
specified exceptions from a general requirement that procurement be made 
by formal advertising. It is suggested that “competitive negotiation” and pos- 
sibly ‘unqualified negotiation” be defined in the statute. It is also suggested 
that “unqualified” be inserted before “negotiated” in the 17 specified exceptions 
in section 2304(a) which permit negotiated procurement. 

(2) Performance specifications (sec. 4(e)) 

Performance specifications which express the characteristics in terms of per 
formance rather than in terms of design and manufacturing details as written 
in the bill is entirely satisfactory. 

(3) Prime contacts limiting competition to small business concerns (sec. 5(f)) 

The insertion into the text of the statute as it now reads the words, “wherever 
practicable,” would be advisable. (Sec. 5(f))—“The head of any agency 
may, wherever practicable, in any prime contract executed by his agency, * * *.” 
(4) Procurement of operational systems (sec. 7) 

This section contains a definition of the term “operational systems” and 
provides for the designation and procurement of such systems froin a single 
prime contractor. It is suggested that section 2387(d) entitled “Operational 
Systems” be amended by deletion of the word “shall” to the word “may.” It 
is also suggested that the phrase “among persons interested in becoming sub- 
contractor” be deleted from section 2387(f)(1) because, as proposed, it would 
merely encourage incompetent subcontractors. In general, the mandatory as- 
pects of this section should be relaxed in the revised bill. 


(5) Renegotiation of contracts 
The exemption of fixed-price contracts made after formal advertising and 
the incentive-type contracts from the renegotiation statutes is stopgap legis- 


lation. Amendments should be made to the Renegotiation Act rather than by 
means of amendments to the Armed Services Procurement Act. 
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H. STATEMENT OF LOCKHEED AIRCRAFT CorRP., BURBANK, CALIF. 


LOCKHEED AIRCRAFT CorpP., 
Burbank, Calif., June 5, 1959. 
Senator JOHN SPARKMAN, 
Chairman, Select Committee on Small Business, 
U.S. Senate, Washington, D.C 


DEAR SENATOR SPARKMAN: I wish to thank you for the opportunity to provide 
you with information and express our views on our company’s small business 
program. We are sorry for having inadvertently missed the deadline you had 
set and hope that the answers and comments we are now providing will prove 
helpful in your investigation. 

We certainly wish to commend you for your desire to assist small business- 
men. Having gone through several years of the great depression ourselves as a 
struggling small company, we can vividly appreciate the problems confronting 
other such businessmen today. 

Some of these current problems, we know, are real and serious, for we are 
facing them too. The revolutionary changes in technology, the efforts of many 
prominent companies seeking to penetrate the defense market, and the sharp 
competition among the traditional! defense contractors—all these have brought 
drastic changes in our own business activities and plans. 

I'd like to point out, for example, that Lockheed’s current employment is down 
5,000 from our total 2 years ago. Our backlog is at its lowest mark in 8 
years. 

I mention facts such as these only for the purpose of emphasizing my statement 
that the changes in our industry have affected large companies as well as small. 
It is only natural in such a period of transition that we reexamine all of our 
programs. And as a means of maintaining our own volume and work force, we 
are tempted to keep within our own organization some of the manufacturing 
work that during periods of more activity we would place with outside companies. 

I feel it is quite remarkable, however, that during this transition and despite 
the rising proportion of missile and space vehicle work to our total business, we 
have seen little change in our reliance upon outside subcontractors and sup- 
pliers. For the past 3 years the percentage ef disbursements to such outside 
suppliers on military contracts has averaged about 47 percent of cash receipts. 

The small business statistics we are providing you, I believe, will show a 
creditable performance—with 85 percent of our suppliers classified as small 
business and about one-fourth of the volume of our dollar commitments in 1958 
going directly to small firms. This does not include the second and third tier 
effect of Lockheed procurement dollars spent with small firms by our major 
subcontractors. 

It is true, however, that the opportunity for open or advertised competitive 
bidding unfortunately is. lessened under today’s rapidly moving technology. It 
is difficult and often impossible to set rigid procurement specifications when the 
armed services in effect are buying scientific or technical brainpower and break- 
throughs rather than products. No longer can we allow ourselves the time to 
wait for technology to catch up with a set of rigid specifications necessary for 
advertised bids. 

We should not assume from this that competition is eliminated or even 
lessened. Competition under negotiated procurement among companies with 
known capability can be most intense. Such negotiated procurement by the 
military services in the past few years has generated a series of design com- 
petitions that have embraced anywhere from half a dozen to 50 or more com- 
panies, each with a different background of experience and abilities. All have 
the opportunity to establish their level of capability. 

I wish to stress that procurement methods today, those of either the armed 
services themselves or the prime contractors, do not rule out the small company 
or the newcomer to the field. They do require him to demonstrate some evi- 
dence of capability before he can hope to enter and win a race. There are many 
ways he can do this, and one is by gaining skill, ability, and strength as a mem- 
ber of an industrial team of several companies or even as a subcontractor. 

And small firms do compete, successfully. Their very characteristic of small 
size with resultant organizational simplicity and streamlined efficiency give 
them certain advantages which we in larger organizations strive to emulate but 
cannot hope to equal. Their very smallness can itself be a tremendous benefit 
in the areas in which they choose to compete. 
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We are deeply impressed by statistics that show small business to be flourish- 
ing in the United States today—with some 25 business establishments for each 
1,000 of our population compared with 22 businesses 50 years ago. 

We have long known at Lockheed that we can’t do without small business. 
We rely absolutely upon hundreds of companies of smaller size but not lesser im- 
portance and skill. Many of these are as important to national security as 
we are. Many have been birthplaces of new ideas, materials, and methods that 
have vastly improved national defense products for our Nation. 

Such small firms—independent, imaginative, resourceful, willing to experi- 
ment—are making and will continue to make a genuine contribution to the 
defense task. 

While I believe the specific answers we have given are as complete and de- 
tailed as your committee will want, we will be happy to furnish additional 
material should you request it. 

Sincerely yours, 
DANIEL J. HAUGHTON, 
Executive Vice President. 
ANSWER TO QUESTIONS 


Question 1. During the latest accounting period for which statistics are avail- 
able, preferably fiscal year 1958, what were your total receipts from Government 
defense contracts? What was your oncontract status on December 31, 1958? 

(a) Total cash receipts from Government contracts during the calendar year 
1958 by Lockheed Aircraft Corp. were $777,065,000. 

(b) Backlog of unfilled miiltary orders on December 31, 1958, was $814,002,000. 

Question 2. Of those receipts, what total dollar amount was subcontracted to 
other companies? Of this amount, what percent is, or is intended to be, sub- 
contracted? 

(a) During 1958 we disbursed $351,250,000 to subcontractors and suppliers of 
materials and services on Government contracts. This is equivalent to 45 per- 
cent of total cash receipts. 

(b) We expect to disburse to subcontractors and suppliers about the same 
percentage, equivalent to $367,928,000, out of the backlog on December 31, 1958. 

Question 8. What was the total dollar amount subcontracted with the attached 
list of 20 companies? 

The following figures represent purchasing commitments (not disbursements) 
on both military and commercial contracts. It would be extremely difficult to 
segregate the military from the commercial. And the figures represent commit- 
ments of our three principal operating divisions of Lockheed. Commitments of 
the other units of our company, while not included, would be small. 


1 | 
| California | Missiles Georgia 
Company | division | and space | division | Totals 
division 
ale iiasiipe eaten . | -| opener eeernecnnarsih 
Boeing Airplane Co . | 0 | 0 | $44, 621 $44, 621 
General Dynamics Corp oat 0 | 0 | 0 | 0 
General Electric Co | $5,672, 528 |$21, 266,145 | 1,725,637 | 28, 664, 310 
Radio Corp. of America | 679, 742 | 34, 675 157, 919 872, 336 
General Motors Corp ih | 3,302,977 | 195 | 1,461,801 | 4,764,973 
Lockheed Aircraft Corp | 0 | 0 | 0} 0 
United Aircraft | 1,152, 897 | 155, 780 0| 1,308,677 
American Telephone & Telegraph Co 0} 2 | 2, 457 | 2, 459 
North American Aviation, Inc vodt 240 | 980, 693 | 1,740 | 982, 673 
Douglas Aireraft 75, 536 | 0 |} 38, 755 | 114, 291 
Hughes Aircraft Co 11, 195 124, 432 | 5, 259 | 140, 886 
Martin Co 0 5, 559 | 0} 5, 559 
Sperry-Rand Corp ; 293, 586 221 250, 603 | 544, 410 
Chance Vought Aircraft, Inc | 2, 548, 297 0 0 | 2, 548, 297 
McDonnell Aircraft Corp | 0 0 | 155 155 
International Business Machines } 367 | 158, 977 | 38, 318 | 197, 662 
Northrop Aircraft, Inc | 7, 502 | 0 | 187, 357 194, 859 
Westinghouse Electric Corp : 234, 689 79, 236 1, 371, 359 1, 685, 284 
Republic Aviation Corp 0 | 0 0} 0 
Chrysler Corp , soul 0 | 0} 38, 743 | 38, 743 
Totals * eeveseeee--+--| 18,979, 556 | 22, 805,915 | 5,324,724 | 42, 110, 195 
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Question 4. What was the total dollar amount subcontracted with small busi- 
ness (generally those companies having less than 500 employees)? To what 
extent does this amount reflect purchases having only an indirect relationship 
to performance of the contract ? 

(a) Purchasing commitments, Lockheed Aircraft Corp., 1958, by large and 
small business : 


California division : 
To large business, 79 percent or- 6 ee kk re a 
Co SE RCC On ._ 46,909, 700 


Total commitments 1958 222, 551, 132 


we ewww ee oe eee ee ew oe wwe —e mim, & 





Georgia division : 
To large business, 62 percent or_________~_- TIE Be 
ee pee oe oerrent Or... se 29, 170, 567 


Sallecak eet 76, 458, 096 


Sn IS ne ee 





Missiles and space division : 
To large business. 79 percent or___ apie es aS TT __ 197, 186, 188 
a ass eens, an percent Or 2 ils 538, 195, 816 








aes Commmnsmenen Seen. er oe a 6 B66, B82, 004 





Lockheed aircraft service: 


To large business, 34 percent or_______________- . 3, 497, 219 








7 aenae Cuemmees, G6 percent or... 2 8 6, 715, 768 

‘Total commitments 1958__________________________________ » 10, 212, 987 
Companywide totals: 

To large business, 76 percent or______-_____- serey! _ 423, 612, 368 

To small business, 24 percent or_____________- ee a tr Lit ee, ee 

Nee een ene ee at amnemeacnueae 559, 604, 219 


(b) We estimate roughly that about $36 million out of the total commitments 
of $135,991,851 to small business represent material having an indirect relation- 
ship to performance of our prime contracts. 

Question 5. What steps have the various procuring agencies of Government 
requested you to take with respect to subcontracting with small business? 

Both the Air Force and Navy representatives located at Lockheed, as well as 
representatives located at the western district office for the Air Force and the 
Bureau of Aeronautics regional office for the Navy, have been working con- 
stantly with Lockheed personnel in furthering the small business program. 
They have reviewed the procedures and practices that we have been following 
internally to see that we are observing the intent and spirit of the small business 
program as defined in the Defense Department directives and various armed 
services procurement regulations. We have found representatives of other 
Government procurement offices equally alert to small business regulations and 
equally insistent upon our observing them. 

Question 6. To what extent has your subcontracting program with small busi- 
ness been a consideration in contract negotiations? 

Military contracts at present do not set up requirements specifying the degree 
to which we must use small business. To have such rigid restrictions would be 
impractical. 

We are convinced that historically Lockheed has not only observed the spirit 
and letter of the Government’s various small business programs, but we have gone 
far beyond. On our current Electra commercial transport, for example, in which 
there are no requirements that must be observed, we voluntarily have carried out 
a percentage of subcontracting and use of small business suppliers that com- 
pare favorably with those on our military programs. 
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We have gone out of our way to volunteer information about our small business 
activities to military contract negotiators, and we believe that they have become 
well aware of our philosophy and practices. Since these policies match or exceed 
the targets set by the Government in its small business program, there is little 
discussion of requirements during the negotiation of contracts. 

Question 7. Do you have an active program for the promotion of small business 
participation in your subcontracts? If so, what functions does it perform? Has 
this program increased the share of subcontracts awarded to small business? 

We have definite programs in all our divisions for increasing small business 
participation in our procurement dollar. These programs vary among the divi- 
sions. But our procedures in effect require that the buying personnel justify 
placement of all purchases with other than small business. In recent weeks in 
our California division we have been revising our “request to purchase” forms 
so as to require the buyer to give the reasons in writing any time a large busi- 
ness concern receives a contract award. 

This requirement for the buyer to give appropriate justification for any pur- 
chases not placed with small companies, we believe, has been very effective in 
keeping him constantly aware of our company policy for maximum use of small 
business consistent with getting the job done promptly and economically. 

Question 8. Do you have, in your company, a small business liaison man? If 
so, What are his functons? Does he have authority in the ‘make or buy” deci- 
sion? 

Kach of our principal divisions and subsidiaries has a small business execu- 
tive and a small business liaison officer. Their functions are to coordinate pro- 
curement activity along the lines of maximum utilization of small business. 

‘These individuals are not part of the policymaking committee which has the 
make-or-buy responsibility. They are in a position, however, to exert considerable 
influence over these decisions. And in effect they serve as professional con- 
sultants to the committee. 

In the California division, for example, the small business executive, John A. 
White, is also director of material. John 8S. Card, small business liaison officer, 
is also manager of the materials and standard parts department. 

Question 9. To what extent does small business policy affect your make-or- 
buy decision ? 

Question 10. To what extent does such policy affect your decisions as to the 
companies with which you shall subcontract? 

The decision to make or buy is predicated primarily on the economics of the 
work involved, based on plant equipment available, manpower, and cost. Once 
the make-or-buy decision has been reached, the small business executive and the 
small business liaison officer have the prime responsibility then for extending 
the utilization of small business concerns. 

In performance of our procurement activity we must look for the three prime 
considerations of price, quality, and delivery. Accordingly, after reaching a 
“buy” decision, our small business policy is guided by the need to procure ma- 
terial in the manner noted above and yet utilize small business to the maximum 
extent possible consistent with performance of our contractual obligations. 

Question 11. What are the mechanics by which you choose your subcontrac- 
tors? 

The procedure varies somewhat among our various divisions, and in answer- 
ing your question we would like to describe the procedure of our missiles and 
space division as applied to the Polaris fleet ballistic missile. 

Lockheed is the manager of the missile team on this important Navy pro- 
gram. There are about 50 principal subcontractors reporting to us. As of the 
end of 1958 we had a total of 2,898 suppliers in our phase of the program, either 
supplying Lockheed directly or our subcontractors. Of these, 519 were “large” 
colipanies with more than 500 employees, and 2,379 were “small.” 

Seventy-eight percent of the purchase orders we issued on the Polaris during 
the last 3 months of 1958 went to small business. True, the dollar value of 
these commitments is small compared with that going to large business. But we 
are dealing with very sophisticated systems and components. We must place 
business with those who can handle it, and we know that a substantial portion 
of the funds eventually filter out to small companies that supply our subcon- 
tractors. 








282 


In selecting members of its subcontracting and supply team, Lockheed pre- 
pares a work statement outlining the requirements of the study, service, or 
product it seeks. Then it draws together a list of companies selected because 
of known competence or experience in these areas. 

In the case of more or less standard items, to be supplied or built to known 
specifications, such lists are very broad. These companies then are invited to 
submit proposals and bids. But for more advanced items, the evaluation of par- 
ticipating companies is chiefly on such factors as how good is the concept sub- 
mitted, how much imagination does it show, and how soon can it be put in work- 
able form. Decisions involve participation of scientists, engineers, quality con: 
trol men, financial analysts. The military services participate by reviewing 
or approving the more important selections. 

Activation of our missiles and space division a little over 5 years ago brought 
in hundreds of new firms on our vendor lists. The amount of duplication on the 
vendor lists of this new division and our longer established California division 
is relatively small. 

Question 12. In your experience, to what extent has lack of security clearance 
hampered small concerns interested in participating in your subcontracting 
program? 

In our experience, not to any serious degree. 

Question 13. Have you acquired any small business during the past 24 months? 

No. In March 1959 Lockheed acquired the Puget Sound Bridge & Dredging 
Co. of Seattle, a shipbuilding and general heavy construction firm with an 
average employment of about 2,000 during 1958. In May 1959 we reached an 
agreement that we believe will lead to acquisition of Stavid Engineering, Inc., of 
Plainfield, N.J., with an employment of about 1,000. 

Question 14. What recommendations do you have for the improvement of par- 
ticipation by small companies in defense subcontracting? 

We have for many years been utilizing qualified small business sources to the 
maximum extent consistent with good business practice. Aside from the com- 
ments exrressed in our accompanying letter, however, we have no specific sugges 
tions to offer your committee. 
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I. STATEMENT OF MCDONNELL AIRCRAFT CorpP., St. Louris, Mo. 


McDONNELL AIRCRAFT CoRrP., 
St. Louis, Mo., April 15, 1959. 

U.S. SENATE, 
Sclect Committee on Small Business, 
Washington, D.C. 
Attention: The Honorable John Sparkman. 
Subject: Small business participation in Government prime contracts. 
Reference: (a) Senator Sparkman’s letter of March 27, 1959. 
Enclosures: (1) Comments on small business questions included in refer- 

ence (a). 

(2) Comments on the Armed Services Procurement Amendments 

Act of 1959 (S. 500, 86th Cong.) 

DEAR SENATOR SPARKMAN: As requested in reference (a), enclosures (1) and 
(2) are forwarded for the information of the Select Committee on Small Busi- 
ness. It is hoped that these comments will provide the information requested. 

Very truly yours, 
R. H. CHARLES, 
Executive Vice President. 


COMMENTS ON QUESTIONS INCLUDED IN SELECT COMMITTEE ON SMALL Busli- 
NESS LETTER, MARCH 27, 1951 


1. During fiscal 1958 receipts from Government defense contracts amounted 
to $429,224,868. The backlog as of December 31, 1958, was $537,395,415. 

2. During the same period covered by paragraph 1, payments to first-tier sub- 
contractors were $247,704,454. This was 57.7 percent of receipts. With respect 
to unbilled amounts, no substantial change in this percentage is anticipated. 
First-tier subcontractors have further subcontracted to second-tier subcon- 
tractors substantial percentages of their business, and this has continued to 
further tiers in some cases. 
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3. The following represents the dollar value paid to the 19 companies other 
than MAC listed in subject during fiscal year 195s: 


SUNY CMU OR IG ea re ee eS Ew Se 0 
Is RN a a rs ee ee Ce ee eens ee woe 0 
ter etn NCE he 8 nn oo ee ees oh all ee 
SEEN AOE: RNR eS aloe Se Tg OA et ot) 4, 201, 627 


I SN i al a eT ae St, SPA 0 
einai saleia biti aii tis ddielteed lad tate ibis anea tind deid rata Die ke ee 495, 093 
eter Rl ie eres ore SAMY 420 
CREE Rds ss Ole acne bic ie ihe hci ceclatn ite ee ee, 0 
Derr at aM * ATR CN i a i cts cath teeta ony 1, 699, 984 
Nee Te ee en a i es he 3, 495, 247 
I cr eg ne LA hed hanes 811, 395 


The Martin Company__ -__--_-____________ os gsstgrvasnh eltipre-en thitevsarpsaner ems cosa’ aie ee 
NNeen eee ee on e utsdhia inate ba bt 0 
DENN PR AI RNN  sc elaclos a see eis rin pom seen ns emeg Sree ee 0 
Tocornacione) ius. Match... 23. .....- ae Sones ibs einer _. 1, 465, 405 
DEER PRPOT OG oo een erection nes sing et haste eh iceteene pacnapiices) Ey, CURL ae 
Westinghouse Electric._____..._-_____________ a eeantaci det nike ae 114, 804 
GE WEE OE a i ise ha ta teinge nd deed ew so mm ned epi ses Schau wicets 0 
Chance Vought Aircraft ._........._.__. scale sib ainsi me sales anak Recetas eetiees 0 

ONS ig iit nett a iihce enemies i cides taken databases ad bo cae, a a 


4. The total dollar amount subcontracted to small business during this period 
was $50,428,119. Since sales were 100 percent for Government end use, indirect 
purchases have equal significance with direct. In addition approximately 16 
percent of the dollars paid to major first-tier subcontractors was, in turn, sub- 
contracted to small business firms and this situation is estimated to be in effect 
also as to large business lower-tier subcontractors. 

5. Procuring agencies of the Government have requested MAC’s participation 
in the small business program covered by DOD instructions 4100-20 dated April 
19, 1955, and have requested MAC’s participation in small business clinics and 
trade shows to advise small business firms of opportunities and procedures for 
doing business with MAC. The Government representative at MAC’s plant 
regularly review all but minor purchase orders placed under Government prime 
contracts, individually. One of the purposes of this review is to determine that 
small business considerations are in evidence. Requirements for maximum 
utilization of small business firms consistent with efficient production is included 
in our prime contracts with the Government and in our subcontracts to large 
business firms. Government survey teams have reviewed practices under these 
programs. 

6. MAC has agreed, in writing, to participate in the small business program. 

The fact of participation is discussed in negotiations. Prime contracts generally 
contain a clause stating the small business policy of the Government and MAC’s 
agreement to comply. Under recent contracts make-or-buy data relative to 
sources may cover some small business firms. 
7. MAC does have an active program for promotion of small business par- 
ticipation in our subcontracts. One example is participation in the clinics men- 
tioned in paragraph 5 above. Another is an open door to small business appli- 
cants, and the use of much buyer time in advising such applicants of require- 
ments to qualify for source lists. The MAC procurement review board, which 
is essentially a source selection board, has as one of its functions the considera- 
tion of qualified small business firms for quotation solicitation. It is con- 
sidered that this activity has introduced and maintained numerous small busi- 
ness firms in Government end use work, both through MAC and otherwise, 
which might well not otherwise have been in such business. The following 
statistics indicate a generally favorable trend in small business participation : 


Percent of Percent of 





total sub- Government 
6 months ending— contracts receints to 
to small small busi- 
business ness 
Se Ae ies 5. iz ete “0 A” eae 15. 84 8. 50 
ee eee a datac dake eahickedscata poagcoeeeten 18. 44 | 10. 20 
I ie is cies Beene ebicnsese nh entebeaenn = 20. 06 13. 26 
anne eg eae a ----| 20. 79 10. 12 


Dec. 31, 1958.......----- REED ALE e COR PER AECL AT RTT EST TT ST 20. 86 10. 96 
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8. MAC does have a small business liaison man. The present assignee is 
chairman of the procurement review board and is responsible for document 
clearance as to policy, providing a regular screening operation as to conform- 
ance. He has a direct part in the “make or buy” review. 

9. The impact on “make or buy” decisions of the small business structure is 
given special consideration. One administrative subcommittee is provided to 
deal primarily with this matter. 

10. Small business policy causes a critical review of procurement source 
evaluation and decisions, including documentary examination and statistics 
accumulation. Such policy insures competitive participation but does not provide 
automatic set-asides. 

11. (a) Each individual buyer maintains his bidders list, which list includes 
small or large business category. A program of new bidder qualification and 
plant survey exists to keep these lists vital and effective in securing real com- 
petition, without expansion of lists to unmanageable proportions. 

(6) Competition is obtained in all cases except where specifically justified 
as not being feasible or economical. Principal exceptions are follow-on awards 
and short elapsed time requirements. In the case of sundries and published 
pricelist items, the competition may be based on list data. 

(c) The bidders lists are rotated in order to allow all listed bidders oppor- 
tunity to compete at intervals. The nature of the procurement is not such that 
there is any considerable amount of regularity in intervals. 

(d) Present instances where suppliers have changed for the same or similar 
item are— 

1. Hufford stretch work on F-101B aluminum detail parts transferred 
from a large eastern airframe manufacturer to a small local firm at savings 
under contract of over $30,000. 

2. Titanium parts fabricated for the F4H aircraft requiring use of hot 
sizing equipment. Work transferred from large west coast airframe manu- 
facturer to a small west coast firm, same area at savings of about $250,000. 

3. Ground support equipment for F-101B (angle of attack cover assem- 
bly). Work transferred from large local source to small local source at sav- 
ings of approximately $25 per unit. 

(e) We did business with 3,562 firms during the 6 months’ period ending De- 
cember 31, 1958. Of these 2,573 were small business and 989 large business. 
Forty-four States were represented. 

(f) Specifications and other data are made available on an equal basis to all 
concerns solicited. Solicitation is primarily on the basis of bidders lists, supple- 
mented by other knowledge of leaders in the field of special items. Adcitional 
firms desiring to bid are given consideration and added on an equal basis sub- 
ject to time and other feasibility limits, including the holding of each cumpetition 
to manageable proportions. Where it appears that additional firms offer unfore- 
seen technical, time or cost advantages, procurement may be reprogramed. 

(qg) Although requirements are not made public, adequate bid time is pro- 
gramed according to a formal schedule set by experience. However, the tech- 
nical dynamics of the product and its processing result in some incidents of 
collapsed procurement leadtimes. Assembled bidders conferences are used in 
some critical cases in order to permit responsible quick bidding with effective 
competition. 

2. Lack of security clearance has had little hampering effect on small con- 
cerns’ participation in MAC’s subcontract program. 

13. MAC has not acquired any small business during the past 24 months (or 
previously ). 

14. Suggestions for improvement of participation by smaller companies in de- 
fense subcontracting: 

(a) Reduce the adverse impact of renegotiation practices on small busi- 
ness. 

(b) Permit small business firms to reserve proprietary rights, in prod- 
ucts of their design, so long as they are in a position to satisfy quantity 
and time of delivery requirements. 





COMMENT ON THE ARMED SERVICES PROCUREMENT AMENDMENTS AcT oF 1959 
(S. 500, 86TH CONGRESS) 


The position of MAC on this bill is one of strong support of its objectives, 
based on the belief that its implementation will promote a greater degree of 
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” efficiency and economy in the procurement process than may be realized under 
it the present law. 
t In regard to the particular provisions on which you have invited comment, it 
P may be said that— 
” 1, Section 3(a) which establishes competitive negotiation on an equal 
‘0 basis With advertised procurewent showid contribute to greater efficiency 
in procurement in that it removes a practice which has administratively 
” evolved due to the complex nature of technological procurement from the 
7 status of an exception, with its time-consuming determinations in justifi- 
le cation for its use, and gives sanction to this practice. However, the provi- 
- sions of section 4(d) appear to present an ambiguity as to the nature of the 


d discussions incident to review of proposals submitted under competitive 
; negotiation, the resolution of which should not be left to regulations issued 


- thereunder. 
a 2. Section 4(f)(e) which calls for performance specifications wherever 
> practicable appears a positive approach to the elimination of much time- 
ad consuming paperwork in the preparation and review of specifications and a 
: much desired delegation of the “how ’ of doing a job, within the framework 
e of the military need, to industry. ' é 
i 3. Section 5(f) which provides that the agency head may designate in any 
at prime contract certain areas of subcontract procurement to be limited to 
competition among qualified small business concerns appears to be a sincere 
- effort to ensure equality of opportunity for small business. However, it is 
ed believed that the implementation of this policy under regulations of the 
oa Secretary of Defense should be carefully drawn in order that the primary 
: objectives of this bill—economic and efficient procurement, and the shorten- 
ot ing of lead time “are not compromised. ; , 
ue 4. Section 7 which establishes the concept of an operational! system under 
0. a single prime contractor with total responsibility for design, development 
=. and production, when this approach is deemed appropriate by the agency 
— head, is viewed favorable. However, it is felt that the proposed U.S. Code 
Sec. 2389 (e) may hinder what we regard as a healthy development in recent 
e- military equipment procurement. This is the “team” approach which is 
Sa, based on the use of specific contractors who have worked with the prime con- 
tractor in the development of an operational concept and its design and may 
all have concurrently developed some integral component of the system. We 
le- should therefore recommend modification of this provision so that under the 
nal above circumstances, a prime contractor has complete flexibility in selecting 
1b- other suppliers. 
ion 5. We do not favor complete exemption of contracts from the renegotia- 
re- tion law. Although rare, circumstances can arise where hicher-than-anti- 
cipated earnings are realized without efficiency by the contractor, and the 
r0- Government should be permitted to recover excessive earnings thus realized. 
ch- We therefore favor, not an exemption, but a procedure whereby the earn- 
of ings negotiated by the parties, after taking into account all the factors of the 
in particular procurement, plus any additional earnings achieved through effi- 
ive ciency, are protected from renegotiation, thereby preserving the integrity 
of the contract between the parties. The principle of authorizing any group 
on- of men to invalidate the responsible acts of parties to a contract is basically 
unsound, and eviscerates the incentive to increase earnings by reducing 
(or costs. For the above reasons we favor, not complete exemption, but the type 


of mutual protection proposed in the bill recently introduced by Representa- 
de- tive King, H.R. 5123. 


usi- 
J. STATEMENT OF THE MARTIN CO., BALTIMORE, MD. 
“od- 
tity THE MARTIN Co., 


Baltimore, Md., April 17, 1959. 
Hon, JOHN SPARKMAN, 
U.S. Senate, Washington, D.C. 
959 Sir : In reply to your letter of March 27, 1959, we submit the attached 
} enclosures to be made a part of the permanent record of the hearings to be 
conducted by the Subcommittee on Government Procurement of the Senate Small 
ves, Business Committee. 


> of 40407—59——19 
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We sincerely hope our responses to the questions set forth in your letter 
will be of assistance to the subcommittee. 
Very truly yours, 
KE. R. Unie, Vice President, Finance. 


STATEMENT TO THE SENATE SMALL BUSINESS SUBCOMMITTEE ON GOVERNMENT 
PROCUREMENT, APRIL 17, 1959 


Question No. 1. During the latest accounting period for which statistics are 
available, preferably fiscal year 1958, what were your total receipts from Govern- 
ment defense contracts? What was your on-contract status on December 31, 
1958? 

tysircr. 

{In thousands of dollars] 


(a) Martin total receipts from Government defense contracts 


(inilitary contract receipts) for the calendar year 1958____- $437, 522 
(b) On-contract status on Dec. 31, 1958___- seca Jb: .sc.22U) Sai, Ga 
Nore.—-The following data are supplied to reconcile the figures shown above 


with those reported on form I1ID1140 and on Martin internal accounting records. 


(1) With reference to figures reported on form DD1140 item No. 9¢: Martin 
submits the following supplemental data : 
For 6-month period ending June 30, 1958 as reported (this does 


not include $26,787,000.00 letter contract receipts’) --__-_-__-___ $187, 810 
For 6-month period ending Dec. 31, 1958 as reported (this in- 
cludes $29,085,000.00 letter contract receipts ‘) ae ~~ sad, Deo 


Total military contract receipts for the calendar year 1958 as 
reported on form 1DD1140 ae eee 411, 735 
Adjustments : 
Additional letter contract receipts * apportioned to 6-month period 
ending June 30, 1958 ee ar 26, T87 
Reconciliation eh z i : (1, 000) 
Total military contract receipts for calendar year 1958 as 
ENN ab cee * pede DE ie ee a _. 487, 522 
(2) With reference to Martin accounting records. 
Adjustments : 
Additional letter contract receipts’ apportioned to the periods 
prior to Dee. 31, 1957- aE a tae tie eae nies -. 42,421 
Total military contract receipts as recorded on Martin account- 
ing records for the calendar year 1958 shbceped 479, 943 


1 P6M-2 contracts. 


Question No. 2. Of those receipts, what total dollar amount was subcontracted 
to other companies? Of this amount, what percent is, or is intended to be, 
subcontracted? 

Answer. (a) Of the receipts listed under 1 above ($437,522,000), the total 
dollar amount of disbursements to other companies pursuant to Martin sub- 
contracts during the calendar year 1958 was $212,895,000. 

(b) Of this amount ($212,895,000), Martin experience indicates that approxi- 
mately 30 to 35 percent will be disbursed by Martin subcontractors to lower-tier 
subcontractors. 

Question No. 3. What was the total dollar amount subcontracted with the 
attached list of 20 companies? 

insivcr. The total dollar disbursements by Martin to the companies listed on 
the attachment during the calendar year 1958 amounted to $28,601,000. (This 
amount is included in the amount set forth in the answer to question 2 above.) 

Question No. 4. What was the total dollar amount subcontracted with small 
business (generally those companies having less than 500 employees)? To what 
extent does this amount reflect purchases having only an indirect relationship 
to performance of the contract? 

Answer. (a) The total dollar amount subcontracted by Martin with small 
business (generally those companies having less than 500 employees) during the 
calendar year 1958 was $83,949,000. 
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(b) Martin estimates that 10 percent of the total dollar amount set forth 
above has only an indirect relationship to performance of the contracts. 

Question No, 5. What steps have the various procuring agencies of Govern- 
ment requested you to take with respect to subcontracting with small business? 

Answer. Martin is specifically directed in Government prime contracts to con- 
sider small business in its subcontracting program. 

The contracts division of the cognizant BuAer resident representative reviews 
Martin purchase orders to determine whether or not small business was re- 
quested to participate in the competition and was considered. The cognizant 
BuAer resideut representative has directed Martin to submit for each calendar 
month a report setting forth the total dollar amount of purchase orders placed 
with small business during the period covered by the report. Further, there 
are frequent conferences between the cognizant BuAer resident representative 
and Martin's small business liaison officer. 

Question No. 6. To what extent has your subcontracting program with small 
business been a consideration in contract negotiations ? 

Answer. During Martian prime contract negotiations with the Department of 
Defense, substantial subcontracting in the performance of the prime contract is 
made a mandatory requirement and niust be a part of Martin’s performance plan. 

To the extent that Martin subcontracts, whether it be with large or small 
business, the normal prefit factor in the prime contract is reduced proportion- 
ately. (There is no distinction made between large or small business subcon- 
tracting in determining the reduction in the normal profit factor). However, 
the normal profit factor is not increased in the prime contract when a minimum 
amount of subcontracting is anticipated. 

Question No. 7. Do you have an active program for the promotion of small 
business participation in your subcontracts? If so, what functions does it per- 
form’? Has this program increased the share of subcontracts awarded to small 
business ? 

Answer, (a) Yes, Martin has an active program for the promotion of small 
business participation in subcontracts. 

(b) Martin has implemented the Department of Defense small business pro- 
gram With the appointment of a Martin small business officer, and the incorpora- 
tion in the Martin material and procurement manual of the policies set forth 
the Department of Defense instruction 4100.20 entitled “Department of Defense 
Small Business Subcontracting Policy.” 

(c) Martin believes that efforts in this direction have increased the share of 
subcontracts awarded to small business. 

Question No, 8. Do you have, in your company, a small business liaison man? 
If so, what are his functions? Does he have authority in the make-or-buy deci- 
sion? 

Answer. (a) Yes, pursuant to Department of Defense instruction 4100.20 
entitled “Department of Defense Small Business Subcontracting Policy,” Martin 
has a small business liaison officer, Mr. BE, D. Carter. 

(b) Mr. Carter is director, material and procurement division, of the Martin- 
Baltimore division, 

(ec) Mr. Carter is a permanent member of the Martin make-or-buy committee, 
and as a member of the committee he has authority in the make-or-buy decision. 

Question No.9. To what extent does small business policy affect your make-or- 
buy decision? 

Answer. Small business policy is one consideration taken into account during 
Martin make-or-buy committee meetings. 

Question No. 10. To what extent does such policy affect your decisions as to 
the companies with which you shall subcontract? 

Answer. Martin policy is that if small business has the ability to meet 
schedule, technical, financial, and manufacturing requirements, Martin will favor 
small business in its decisions as to the companies with whom Martin shall 
subcontract. 

Question No, 11. What are the mechanics by which you choose your sub. 
contractors? 

(a) Do you have a bidders list for most items? 

(b) To what extent do you have price competition ? 

(c) Do you have a rotation of your bidders’ lists? So that all interested 
small firms have an opportunity to compete at regular intervals? 

(d) Give examples of the extent to which your subcontractors have changed 
for the same or similar items during the recent past. 
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(e) To the best of your knowledge, how many companies are capable of pro- 
ducing or assisting in the developing of the items mentioned in (a) through (d) ? 

(f) Are specifications and other data made available on an equal basis to all 
concerns which indicate a desire to participate in your subcontracting program? 

(g) Are your requirements formulated and made public in sufficient time to 
allow adequate bid time? 

Answer. (a) Yes, Martin does have a bidder’s list for most items. 

(¥) Martin requires price competition for all purchases over $100, where 
feasible, taking into consideration delivery schedules, proprietary rights, and 
other critical considerations. 

(c) Yes, Martin does rotate its bidder’s list thus providing the opportunity 
for interested small business to compete. 

(d@) Martin was unable to complete the extensive research required to answer 
this question if it was to comply with the submittal date. 

(e) To the best of Martin’s knowledge there are 15,000 companies capable 
of producing or assisting in the developing of the items mentioned in (a) 
through (4d). 

(f) Yes, specifications and other data are made available on an equal basis 
to qualified concerns which indicate a desire to participate in Martin's sub- 
contracting program. 

(g) Generally, Martin requirements are formulated and made public in suffi- 
cient time to allow adequate bid time. 

Question No. 12. In your experience, to what extent has lack of security clear- 
ance hampered small concerns interested in participating in your subcontracting 
program ? 

Answer. It is Martin’s experience that a small percent of small business firms 
interested in obtaining bid data on requirements have been hampered because 
of security-clearance reasons. 

Question No. 13. Have you acquired any small business during the past 24 
months? Were any of these your former suppliers? 

Answer. Martin has not acquired any small business concern during the past 
24 months. 

Question No. 14. What recommendations do you have for the improvement of 
participation by smaller companies in defense subcontracting? 

Answer. Martin believes that small business could improve its participation 
in defense subcontracting through a more direct approach to large business com- 
bined with their participation in an educational program, preferably sponsored 
by the Government, to provide a greater understanding to small business in the 
areas of the technical and managerial ability required in the performance of 
Government contracts. 

The following questions and answers, 1 through 5, relate to the Saltonstall 
bill: 

Question No. 1. Establish competitive negotiation as an alternative to adver- 
tised procurements, while leaving simple “negotiation” authorized only when it 
falls into 1 of the 17 statutory exceptions (sec. 3(a)). 

Answer. The recognition which this bill gives to the concept of competitive 
negotiation as a necessary corollary to formal advertising is important. In our 
industry we are particularly familiar with the difficult procurement problems 
which are incident to the purchase of highly complex equipments. While we are 
in full agreement that formal advertising should continue to be used wherever 
practicable, we know that there are certain procurements for which this tech- 
nique is quite inadequate. The development of systems containing thousands 
of parts, some of which may not have been conceived when a contract is awarded, 
requires use of procurement criteria quite different from those used in purchasing 
ordinary commercial articles. These facts have, of course, been recognized by 
the Department of Defense. This bill gives recognition to these facts and we 
urge its enactment. 

Question No. 2. Call for performance specifications wherever practicable in 
lieu of specifications in terms of design and manufacturing details (sec. 4(e) (e)). 

Answer. As the intent of this provision seems to be that specifications should 
be as simple as possible and as long as the Department of Defense is permitted 
to use specifications which are practical under the circumstances of each case 
we are of the opinion that this provision is appropriate. 

Question No. 8. Provide that the agency head may include in the prime contract 
that certain designated subcontracts shall be limited to competition hetween 
small business concerns (sec. 5(f) ) 
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Answer. We support the policy of insuring that a fair share of defense busi- 
ness should be placed with small business, and we feel certain that the members 
of the aircraft industry can carry out, and in fact have carried out in the past, 
the objectives of this bill in this regard. In implementing the small business 
provisions and, in particular section 2306(f); however, careful judgment is 
essential to assure that the other principal objectives of the bill are not com- 
promised, i.e., economic and efficient procurement, full utilization of the Nation’s 
scientific and industrial resources, maximum performance, reliability, and ex- 
pedited delivery. 

Question No. 4. Provide for operational systems to be purchased from a single 
prime contractor who will be responsible for design, development, and produc- 
tion (sec. 7). 

Answer. We favor this method of procurement, where appropriate, and be- 
lieve it will result in expedited delivery, and increased quality and performance, 
at a reduction in cost. Under this section greater responsibility would be 
placed on prime contractors for effective and efficient performance and, at the 
same time, responsibility for planning and supervision on behalf of the Govern- 
ment, would be pinpointed and delineated. While this system of procurement 
has already been initiated by the military to a limited degree, enactment of the 
bill not only will give legal recognition to the concept, but will also supply 
ueeded guidelines and encourage procurement on such basis. 

Question No. 5. Exempt fixed-price contracts, contracts made after formal 
advertising, and incentive-type contracts from the renegotiation statutes 
(sec. 9). 

Answer. The exemption of certain types of contracts from statutory rene- 
gotiation is a constructive approach to the renegotiation problem. Where the 
present procurement procedures for making and administering certain types of 
contracts effectively accomplish the objectives of the Renegotiation Act of 1951 
renegotiation is unnecessary to protect the interests of the United States. Tc 
subject such contracts to renegotiation is not only inconsistent with the basic 
assumptions on which such contracts are made and performed, but also imposes 
costly and pointless administrative and legal burdens on the Government and 
its contractors, and unnecessarily destroys the incentive to perform economi- 
eally and efficiently, the very objectives sought to be advanced by this legisla- 
tion. This proposed section also correctly recognizes that the subject of re- 
negotiation is necessarily and directly related to the broader subject of procure- 
ment generally, and that unless the legislation on these two subjects is con- 
sistent, one may defeat the objectives of the other. 


K. STATEMENT OF NORTH AMERICAN AVIATION, INC., Los ANGELES, CALIF. 


NorRTH AMERICAN AVIATION, INC., 


Los Angeles, Calif., April 16, 1959. 
Iflon. JoHN SPARKMAN, 


Chairman, Select Committee on Small Business, 
U.S. Senate, Washington, D.C. 


DeaR SENATOR SPARKMAN: We are very happy to comply with the request 
in your letter of March 27, 1959, that we submit a written statement to be made 
a part of the record of the hearings which the Subcommittee on Government 
Procurement of the Senate Small Business Committee will hold on April 22; 28, 
and 24, 1959. We think it is very timely that your committee is directing its 
present inquiry toward the place of qualified small business in Defense sitbcon- 
tracting. 

During recent months we substantially expanded our small business policies 
and procedures. Through the years the policies we have followed have resulted 
in approximately 50 percent of our purchase commitments going to small busi- 
ness. However, it was apparent that, aS weapon system prime contractor we 
would have less opportunity to deal directly with small business. In addition, 
the size and complexity of the new weapons dictates that most of the major 
subsystems can be developed and produced only by relatively large companies. 

We will describe the steps we have taken to meet the new conditions in the 
material being submitted to the committee. 

We feel confident that small business will have as big a share in our new proj- 
ects, including all tiers of subcontracting, as it has had in the past. It showld'be 
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borne in mind, however, that there is little similarity between the new weapons 
and those of the past, and much change in the types of skills and products re- 
quired. For example, a substantial part of our past small business subcontract- 
ing has been in the. machining of fittings used throughout an aircraft structure. 
Requirements in this field in the new weapons will be much lower. On the other 
hand, we anticipate a large requirement for “honeycomb core,” which is a major 
structural element in the B-70 and F-108 projects. Six of the seven firms sup- 
plying honeycomb core to our company are now small business. 

We are submitting copies of the following: 

Exhibit 1. Answers and comments on the specific questions of the Committee. 

Exhibit 2. “Shall Business in the Spage Age,” a brochure’ which gives a 
progress report on what North American is doing. 

Exhibit 3. Section 7-44 of our Material Division Manual,’ revised as of 
March 30, 1959. 

Exhibit 4. Commitment Report for our 1958 fiscal year.’ 

We hope that this material will make a contribution to your committee's 
efforts. 

Sincerely yours, 
RULON NAGELY, Corporate Director—Material. 


ExHIsit 1 


1. Total military contract receipts for calendar 1958 were $857,794,549. Our 
on-contract (firm backlog) status as of December 31, 1958, totaled $683,113,674. 

2. The total amount subcontracted to other companies in calendar 1958 was 
$346,885,045. Of the December 31, 1958, backlog amount, it is estimated that in 
excess of 50 percent will be subcontracted to other companies. 

3. The following list presents the total amount disbursed to the designated 
companies in calendar 1958 : 


Nee as rani a ecin coche mii ive nitediseine tiie encenbip usa tiie tirth dbihccshom $52, 129 
a cecesdecaisiibeeaniaraiaureaahaehiid aie 16, 258 
Teen nn ne easeepeerinaeeuduebinniici caning! debi 1, 466, 789 
il hac nin a 2, 695 
eR at i Sa ae ES A SI PRE 484, 129 
Cee nace pape nee Nd iE ae relic Te i cae 1, 795, 181 
Neen en ih 3, 739, 726 
Neen en nee ee nn sl Subp mapesrsuceiniae me Gawetqreys lina 425, 996 
eel Mii cil Dd ep ae a ek Se a ae re 25, 218, 271 
interesionn: Dusen Machines... ee 17, 497, 334 
a lei etaawsne 8, 268 
i 0 ollie casio sobioninn ca inci aeamenasassteiasisuinieasas 15, 582 
noc ead adn ws ci bss eh nd ee Senne Slice 2, 564 
I sas aint canteens Ppa Bs annamimewueeeds 999, 634 
I ill edn ti ta nt it sl toast cncnieewaginsan 361, 601 
i i ics tai remem nsieh eh eni 10, 137 
ene Sues sed Da etc Solace epmcngineemene 2, 638, 420 
I a ew clncannleein Pepe palin 131, 849 
oS A tenn ninetnntnaiimminerbieenntepe aie 8, 134, 529 

I Ra ee hl a a hee tanta debts iniyeardigimaebtompeianesargs 58, 001, 092 


4. Total amount subcontracted with small business in calendar 1958 was $139,- 
187,747. Approximately 15 percent of these disbursements have only an indirect 
relationship to performance of contract. This is an estimated figure based on 
commitment records. 

5 and 6. Small business subcontracting requests by Government and contract 
considerations : 

Our customers in the Department of Defense have long taken an active in- 
terest in the company’s small business program. Provision for such a pro- 
gram is a contract requirement in our prime contracts with all the services 
where the dollar amount exceeds $1 million. Since the company’s program em- 
braces the whole of company activity—in relation to all its contracts with Gov- 
ernment—it is not a matter of discussion in single contract negotiation so much 
as it is a major policy emphasis that pervades the entire scope of relation- 
ships with our military customers. 





1Exhibits 2, 3, and 4 retained in committee files. 
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5 At our Columbus division the Navy Administrative Contracting Office works 
, very closely with our purchasing department in all phases of procurement, in- 
r cluding that of subcontracting with small business companies. The chief small 
| business branch of the USN has assisted the company in working out our policies 
r over the years. 
c The Ordnance Department is also concerned with small business activity in 
. their programs; indicative of their interest is their practice of reviewing our 
sources to assist in the establishment of small business participation in our 


programs. 
‘. The Air Force has long taken a most active interest in the NAA program 
a for subcontracting with small business. Because our major dollar volume is 
with the Air Force, that service, in particular, has worked very closely with 
f the company, and much of our programing, especially in the area of weapon sys- 


tem subcontracting, is the direct result of such coordinated effort. Noteworthy 
assistance has been furnished us by the Assistant Secretary of the Air Force— 
8 Material, and by his small business advisor. 

The military has asked us to include a “subcontracting-with-small-business” 
clause in each of our own major subcontracts and we have gone a step further 
by making a small business program a requirement as to all of our suppliers of 
$500,000 or more. In addition, under our weapon systems (B-70 and F-108) 
orders, when $100,000 or more is involved, the supplier is required to furnish 
NAA with small business commitment information and to extend this require- 

































































ir ment to lower tiers. 
4. In the outline of our program given in response to subsequent questions, many 
id of the steps established have resulted so much from a coordinated effort with the 
mn military that it is no longer possible to identify the original source. 
7 through 10. Small business program, personnel and procedures: 

od North American has had an active small business subcontracting program 

since 1952. Its major purpose has been to overlook no phase of work in which 
»9 ! small business can offer superior capabilities. This is more than ever a neces- 
58 sity under the weapon systems management because this new production ap- 
R9 proach—with all design and component selection in company hands—places 
05 undivided performance responsibility on company shoulders. 
29 
81 ORGANIZATION 
on 
1 Basic organization to carry out the small business subcontracting program 
71 involves a top policy official, the corporate director of material, who serves as 
34 small business liaison officer and is able to represent the small business view- 
68 point in policy meetings, plus eight small business administrators, one at 
R92 corporate policy level, the other seven in each of the company operating 
64 divisions. 
34 | Small Business 
01 Liaison Office 
37 Rulon Nagel 
[20 
49 Corporate 
529 Small Business 
6 fe Administrato 
2 i 
39,- 
ect Atomics Autonetics Columbus Los Angeles Missile 
on Internationa Small Business Small Busines Small Business Small Business 

Small Business Administrato Administrato Administrato Administrator 
act Administrator 
in- 
ro- Neosho Rocketdyne 

Small Business Small Business 

ces Administrato Administrato 
em- 
}OV- | 
uch The sole and express function of the corporate small business administrator is 
ion- to carry out North American’s expanded small business program. He assists in 


the development of company small business policy and, in addition: 
1. Gives direct assistance to small business representatives in determining 
which area of North American’s procurement activities are best suited for their 
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product ; in this area he arranges definite appointments for interested small busi- 
ness companies with appropriate small business administrators at the division 
level. 

2. Advises and assists the division small business administrators in all matters 
affecting corporate small business policies. 

3. Represents the corporation, as directed by the corporate director of mate- 
rial, in its relations with the Small Business Administration, small business 
specialists in the Department of Defense, and other agencies concerned with 
small business problems. 

4. Acts in liaison with the major subsystems suppliers in connection with the 
development and operation of their own subcontracting-with-small-business 
programs. 

Each of the division small business administrators is immediately concerned 
with assistance to the representatives of small firms which do business or wish 
to do business with NAA. Instead of reporting to the chief purchasing agent, the 
administrators are purposely separated from the buying function. This way, 
small business suppliers will not feel apprehensive about protesting any pur- 
chasing practices in cases where cause for complaint may arise. In-plant respon- 
sibility of these small business administrators is exclusively to the directors of 
material, the policy-level officers concerned with general procurement adminis- 
tration, including participation in make-or-buy evaluations. 

Creation of the division small business administrator position is regarded 
as a major step in providing an essential link between representatives of 
smaller supply firms and company management. By maintaining full-time 
availability for assistance of smaller firms, these administrators extend a de- 
gree of help which could not be given a policy executive burdened by other 
administrative demands. At the same time, the administrator’s relationship to 
the policy executive assures firsthand factual information for guidance in 
determining company policy and procedure. 

Small firm. representatives making their first contracts with any division 
of NAA are now assured of prompt assistance and guidance to reach the proper 
engineering, purchasing or other personnel with whom they should have con- 
tact to obtain maximum opportunity for participation in company procurement. 


PROCEDURE 


Company policy directives have established detailed procedures (exhibit 3) * 
to insure that subcontracting-with-small-business objectives are carried out at 
the important buyer level. 

The small business checklist (p. 293) is now in use and must be completed 
by every buyer on every procurement. 

The checklist serves as a constant reminder to each buyer that North American 
wants to achieve a maximum of procurement from small business sources. As 
will be noted, the buyer must indicate how many small business sources were 
solicited, whether the order was placed with small business or large, and if 
placed with large, he must explain why. 

These checklists are subject to continuous review by small business adminis- 
trators and quarterly summaries are furnished both to division and corporate 
management on NAA Form 124-B-2, Quarterly Report of Small Business Sub- 
contracting. This format is contained as attachment B to our small business 
directive. Since the information furnished on both the buyer’s checklist and 
the quarterly report relates to commitments, rather than disbursements as 
required in form DD 1140, the statistics so obtained are more current; these 
statistics provide information relating to where the company is going, rather 
than where it has been, so that appropriate action, if necessary, may be taken. 

As indicated in response to questions 5 and 6 our contract clauses with our 
major subcontract subsystems contractors require the institution of small busi- 
ness programs. 

In addition to our contract requirements, we are working with each of our 
key team members in the establishment of a small business program comparable 
to our own—with appointment of small business administrators, the use of 
the buyer’s small business checklist, continuous review of small business sub- 
contracting, and direct services to small business companies. 





2 Retained in committee files. 
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a 


SMALL. BUSINESS CHECK-LIST 





CC] F-108 P.O. # 
Cc) B-70 $ 
Other Date 








,. (--) AWARD MADE TO SMALL BUSINESS and award less than $10,000 (if checked, 
no further entries will be made). 

5 AWARD MADE TO SMALL BUSINESS and award $10,000 or more, ond, 
n. et One or two small business companies solicited 
b, Cc Three to five small business companies solicited 


eC. 3 Six or more small business companies solicited 
3. AWARDS MADE TO LARGE BUSINESS and no small business was solicited 
because: 
a, Gas No known small business source 
b, ES Known small business sources ruled out for technical, 
quality, delivery or other justifiable reasons 
c ee Follow-on business 


4, AWARD MADE TO LARGE BUSINESS and the following number of small business 
concerns were solicited: 


a, eo One or two 
b, es Three to five 
¢, Cy Six or more 


w 


Small business concerns were solicited and award was made to large 

business because: 

a. Roceacd No bids received from small business 

b. oa Small business bids not competitive 

3 Small business bid was low, but disqualified for 
authorized reasons. 


c. 


Buyer's Signature 








Supplementing these major steps, we are continuing our cooperation with 
the military services and the Small Business Administration. As we negotiate 
each major subcontract, our announcement of the award is sent to: 

1. The small business specialist of the appropriate military service, and 
2. The regional office of the Small Business Administration 

These officers are thus helped to alert small business in the award area with 
respect to prospective contract opportunities. 

A fourth major step is in the planning stage. This is a proposed expansion 
of our activities directed toward keeping small firms informed on what we 
are doing. In general, they are rather close to us through their daily contacts 
with our buyers. For new small businesses which come to us, we have prepared 
publications explaining our policies and procedures. This service is, of course, 
augmented by the division small business administratars with whom small 
firm representatives are encouraged to make immediate contact. 

What we are now working on is a series of meetings with small firms in each 
of our plant areas. Through these meetings we hope to share as much technical 
information as we can without violating security requirements. We will also 
disclose as much of our procurement projection as possible. Our thought is 
to get these companies planning with us in the development stage with maxi- 
mum understanding of what lies ahead. 


MAKE OR BUY 


As previously noted, the director of material at each of the company’s divi- 
sions is charged with representing small business interests in the make-or-buy 
decisions. Company policy regarding the small business aspects of such deci- 
sions is stated in a letter dated December 2, 1958, to our division general 
om ga by the president of North American, a portion of which is quoted 

low : 

“As in the past, it is important that full consideration be given to small 
business in all decisions relative to a make-or-buy structure. In each division, 
the small business liasion representative should be consulted with respect to 
these decisions.” 
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The most important aspect of make or buy where smaller firms may be con- 
cerned arises when initial buy decisions become the subject of reconsideration— 
for example, in the case of a significant prime contract termination which forces 
reexamination of total production structure. Company practices insure that 
no subcontracts with small business will be canceled to fill any gap in plant 
production without a prior detailed review by top company executives. 

11. Mechanics of choosing subcontractors : 

North Americap has in excess of 10,000 suppliers closely identified with its 
production program—more than 85 percent of this group are small business 
firms. 

Our purchasing and subcontracting activities are guided by three basic com- 
pany policies: 

1. To develop and produce the best possible product at the lowest possible 
price, and deliver it on time. 

2. To make all purchases on the basis of quality, delivery, and price. 

3. To place a fair proportion of total purchases with small business concerns. 

In brief, we seek the best price consonant with necessary quality and time- 
liness. 

To keep the doors open for new suppliers, we provide the assistance of our 
small business administrators as previously described. Illustrating this prac- 
tice, buyers conduct an average of 400 interviews each day. 

The process of selection on individual procurements is by competitive nego- 
tiation. As new firms present likelihood of offering needed services and prod- 
ucts, they are invited to participate. They are provided with appropriate 
drawings and specifications—or, as is often the case, they may be asked to 
review our performance requirements and submit proposals on items of their 
own design. Almost always sufficient time is allowed for the preparation of 
such proposals. 

With the small unit volumes required for today’s production schedules, there 
is little possibility of rotating sources on identical items. The specialized tool- 
ing and technology associated with practically all components involves too much 
cost and risk to permit midstream changes, 

To spread our work over the broadest possible base of suppliers we employ 
multiple sources on the same or Similar items when the volume of requirements 
makes this economically sound. General purpose machinery operations, for ex- 
ample, offer broad base subcontracting possibilities. During recent years, sev- 
eral thousand different small firms have handled machining work for us; there 
have been hundreds of yearly additions to this supplier group as well as in 
related supply fields. 

12. In your experience, to what extent has lack of security clearance hampered 
Small concerns interested in participating in your subcontracting program? 

To our knowledge, lack of a security clearance does not hamper small busi- 
nesses interested in participating in our programs. This does not mean, how- 
ever, that a problem may not exist in this area throughout the industry. We 
have been informed from time to time by our small business neighbors that they 
occasionally cannot get in on the development stage when they have something 
to offer, because of the project-by-project security requirements generally classi- 
fied under the need-to-know category. Suggestions which have been proposed 
to eliminate this problem area have been to expand security clearances to the 
individual, rather than the project level. 

13. Have you acquired any small business during the past 24 months? Were 
any of these your former suppliers? 

Our company has never acquired a small business concern. 

14. What recommendations do you have for the improvement of participation 
by small companies in defense subcontracting ? 

A special study of small business subcontracting was made by the company 
and resulted in the establishment of our small business program as outlined in 
questions 7 through 10. Our program is probably not adaptable to all aspects 
of defense subcontracting, but we feel it has many features which may be worthy 
of consideration by others. 

It is our judgment that the Saltonstall bill (S. 500) is in general, a step in 
the right direction. We are particularly interested in certain of its provisions 
on which we will comment. 

1. Establish competitive negotiation as an alternative to advertised procure- 
ments, while leaving simple negotiation authorized only when it falls into one of 
the 17 statutory exceptions (sec. 3(a) ). 
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North American agrees that competitive negotiation should be recognized as a 
necessary method of procurement to meet the procurement problems incident to 
the purchase of complex weapon system components. 

2. Call for performance specifications wherever practicable in lieu of specifi- 
eations in terms of design and manufacturing details (sec. 4(e) (e) ). 

We are in full accord with this provision’s emphasis on the use of perform- 
ance specifications whenever practicable in lieu of design and manufacturing 
detail. Our engineers are constantly on guard against the use of unnecessary 
detail in specifications and requirements which would limit competition or add 
to costs. 

8. Provide that the agency head may include in the prime contract that cer- 
tain designated subcontracts shall be limited to competition between small busi- 
ness concerns (sec. 5(f)). 

While we support the policy of insuring that a fair share of defense business 
should be placed with small companies, we believe that careful judgment is 
essential to insure that the use of this provision does not compromise the other 
principal objectives of the bill. 

4. Provide for operational systems to be purchased from a single prime con- 
tractor who will be responsible for design, development, and production (sec. 7). 

North American sincerely believes that this type of procurement will benefit 
the country by expediting delivery and insuring that overall quality for the 
program is maintained at reduced cost. In our opinion it is the best answer to 
the multiplicity of problems forced upon military procurement by the accelera- 
tion of technology. 

5. Exempt fixed-price contracts, contracts made after formal advertising, and 
incentive-type contracts from the renegotiation statutes (sec. 9). 

We believe that this is a constructive approach to the renegotiation problem. 
The use of certain types of contracts effectively accomplishes the objectives of 
the Renegotiation Act, and in such cases additional controls are unnecessary to 
protect the interests of the United States. We think, however, that this bill 
covers only one phase of the renegotiation problem, which also includes pro- 
cedural matters, court review, and other subjects. Other congressional com- 
mittees are reviewing this subject, and it is hoped the whole problem will be 
satisfactorily resolved. 


L, STATEMENT OF NORTHROP CORP., BEVERLY HILLS, CALIF. 


NORTHROP Corp., 
Beverly Hills, Calif., April 23, 1959. 
Hon. JOHN SPARKMAN, 
Chairman, Select Committee on Small Business, 
U.S. Senate Office Building, Washington, D.C. 


DEAR SENATOR SPARKMAN: Your invitation to submit a written statement for 
the forthcoming hearing of the Subcommittee on Government Procurement is 
greatly appreciated. We shall be watching the results of the hearing with 
particular interest. Please accept our apologies for not meeting your requested 
deadline of April 17 in submitting our statement. 

Very truly yours, 
MANUEL G. GONZALEZ, 
Assistant to the Vice President, Legal. 


NORTHROP CoRP., BEVERLY HILLs, CALIF., REPLY TO REQUEST FOR INFORMATION 
From U.S. SENATE SELECT COMMITTEE ON SMALL BUSINESS 


Question No. 1. During the latest accounting period for which statistics are 
available, preferably fiscal year 1958, what were your total receipts from Gov- 
ernment defense contracts? What was your on-contract status on December 
31, 1958? 

Answer. (1) Total receipts by the Northrop Corp. from Government defense 
contracts during the fiscal year 1958 amounted to approximately $188 million. 

(2) The Northrop Corp. on-contract status at December 31, 1958, was approxi- 
mately $225 million. 

Question No. 2. Of those receipts, what total dollar amount was subcontracted 
to other companies? Of this amount, what percent is, or is intended to be sub- 
contracted ? 

Answer. (1) Corresponding to the receipts stated in question 1 above, the total 
dollar amount subcontracted to other companies was approximately $86 million. 
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(2) Of this amount, it is expected that approximately 15 percent will be 
subcontracted. 

Question No. 3. What was the total dollar amount subcontracted with the 
attached list of 20 companies? 

Answer. The total amount subcontracted by the corporation to the referenced 
list of 20 companies was approximately $1,300,000. 

Question No. 4. What was the total dollar amount subcontracted with small 
business (generally those companies having less than 500 employees)? To what 
extent does this amount reflect purchases having only an indirect relationship 
to performance of the contract? 

Answer. (1) During the past fiscal year, the corporation disbursed approxi- 
mately $46 million on account of subcontracts awarded to small business 
concerns. 

(2) Approximately 20 percent of the dollar volumes reported are commitments 
arising from business not directly connected with end products. This figure in- 
cludes certain corporate facilities which—in considering overall corporate activ- 
ity—may be assessed as having a direct relationship to the performance of Air 
Force contracts. 

Question No. 5. What steps have the various procuring agencies of Govern- 
ment requested you to take with respect to subcontracting with small business? 

Answer. The active small business liaison office in southern California has been 
instrumental in the establishment within the corporation of “small business’’ 
representatives officially set up for each branch of the service. 

These appointees are top supervisory members of the material team of the 
corporation’s operating divisions. They have an active and direct participation 
in establishing “‘make or buy” decisions. 

In addition, the survey teams from Government procuring agencies that have 
visited the company’s facilities from time to time have not only endorsed and 
encouraged the Northrop Corp. small business program, but have asked that this 
effort be extended to the company’s major subcontractors. 

Question No, 6. To what extent has your subcontracting program with small 
business been a consideration in contract negotiations? 

Answer. Although prime contractors are encouraged through a variety of 
avenues to place subcontracts with small concerns, the company believes that its 
subcontracting program with small business has not been a consideration in its 
prime contract negotiations. In further explanation, the company believes that 
during a contract negotiation the price, profit, and other negotiable terms are not 
subject to adjustment as a result of the intended subcontracting to small business. 
Contract negotiations do involve, however, acceptance of a clause in which the 
company agrees to accomplish the maximum amount of subcontracting to small 
business concerns that the contractor finds to be consistent with the efficient ful- 
fillment of contractual obligations. 

Question No. 7. Do you have an active program for the promotion of small 
business participation in your subcontracts? If so, what functions does it 
perform? Has this program increased the share of subcontracts awarded to 
small business? 

Answer. Small business participation in subcontracting programs is and will 
continue to be constantly urged when entering into major subcontract programs. 
The corporation’s instructions to subcontractors—as contained in its purchase 
order terms and through its published corporate procurement policy—establishes 
this “small business participation” requirement. (See attached excerpt from 
the corporate procurement policy.) 

Question No. 8. Do you have, in your company, a small business liaison man? 
If so, what are his functions? Does he have authority to the make-or-buy 
decision? 

Answer. The Northrop Corp. has established small business liaison officers 
in each operating division as referenced in answer to question 5 above. These 
officers handle small business liaison for each military service. The small busi- 
ness liaison for each military service. The small business liaison officers are the 
directors of materiel in the operating divisions of the corporation and their 
responsibilities include the executive direction of all procurement for the corpo- 
ration. Each small business liaison officer is a member of the decision-making 
organization controlling make or buy. 

Question No. 9. To what extent does small business policy affect your make-or- 
buy decisions? 

Answer. It is consistently recognized throughout the Northrop Corp. pro- 
curement organization that certain components can be more economically pro- 
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duced by firms employing less than 500 employees. Subject to the usual qualifi- 
eations of competitive bidding, small business concerns are granted every op- 
portunity to participate in quoting prices which are compared against in-plant 
eosts of manufacture. 

Question No. 10. To what extent does such policy affect your decision as to the 
companies with which you shall subcontract? 

Answer. Comments contained in answer to question 9 above apply equally to 
this question. In effect, when all procurement conditions are approximately 
equal small business concerns are given preference. 

Question No. 11. What are the mechanics by which you choose your subcon- 
tractors? 

Answer. Note: It is assumed, for the purpose of answering this question, that 
the area of subcontracting referred to is the procurement of items which are 
peculiar to the aircraft or missile end product. 

(a) Do you have a bidders’ list for most items? 

Answer. Yes. 

(b) To what extent do you have price competition? 

Answer. On this type of item, price competition is prevalent in practically 
al] cases. 

(ec) Do you have a rotation of your bidders’ list? So that all interested small 
firms have an opportunity to compete at regular intervals? 

Answer. All interested small firms which have qualified as an approved 
source of supply are given the opportunity to compete provided they maintain 
an aggressive interest in bidding. 

(d) Give examples of the extent to which your subcontractors have changed 
for the same or similar items during the recent past. 

Answer. Once sources of supply have been estabilshed for this type of item, 
it is generally found that repeat business cannot be changed to other sources 
without increasing the cost to the Government. However, periodic rebidding 
is performed to determine if new sources of supply can provide lower costs. In 
the case of Northrop Corp. major manned aircraft programs, new sources of 
supply have been utilized on the newest aircraft as compared with the previous 
production aircraft. The extent of change in suppliers has been approximately 
25 percent. All of these new suppliers are in the small business category. 

(e) To the best of your knowledge, how many companies are capable of pro- 
ducing or assisting in the developing of the items mentioned in (a) through (d)? 

Answer. At the present time, over 10,000 vendors are classified as either large 
or small business on the Northrop Corp. approved vendor list. It is estimated 
that of this number of suppliers approximately 2,000 are companies capable of 
producing or assisting in the development of items mentioned in (a) through 
(d) above. 

(f) Are specifications and other data made available on an equal basis to all 
concerns which indicate a desire to participate in your subcontracting program? 

Answer. Specifications and other data are made available on an equal basis 
to all concerns which are on the approved vendor list and which qualify for the 
particular procurement involved. 

(7g) Are your requirements formulated and made public in sufficient time to 
allow adequate bid time? 

Answer. Yes. 

Question No. 12. In your experience, to what extent has lack of security clear- 
ance hampered small concerns interested in participating in your subcontracting 
program ? 

Answer. No problems have been encountered, nor are any expected. Northrop 
Corp. has assisted and will continue to assist all potential vendors to obtain 
security clearance where such is necessary. 

Question No. 13. Have you acquired any small business during the past 24 
months? Were any of these your former suppliers? 

Answer. (1) The Northrop Corp. purchased 100 percent of the capital stock 
of a formerly independent company. The acquired company has an average 
permanent employment of about 450 persons, and has average annual sales 
revenue of approximately $14 million. 

(2) The acquired company was not a former supplier to the corporation. 

Question No. 14. What recommendations do you have for the improvement of 
participation by smaller companies in defense subcontracting? 

Answer. As indicated in the excerpt from the company’s procurement policy, 
the corporation recognizes the participation of small business concerns in de- 
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fense subcontracting as an important facet of its overall purchasing philosophy. 
In addition, encouragement of participation by small vendors is given concrete 
support from time to time by specific action programs. A recent example is the 
T-38 team symposium sponsored by the corporation in which both small and 
large vendors were impressed through a day-long presentation with the im- 
portant role they occupied in end-product manufacture. As a result of this 
encouragement, substantial cost savings arising from the use of imagination 
and ingenuity in redesigning airframe components are being realized. Of the 
161 suppliers of major items that attended the symposium, 102 companies were 
in the smail business category. 

Another suggestion for increasing participation by small business calls for 
Government assistance to such companies in bringing their capabilities to the 
attention of prime contractors or major subcontractors. Many small companies 
have highly specialized capabilities needed by their potential customers, but they 
are sometimes unable to exploit these capabilities efficiently because they fail 
to make them known to their potential customers. 

It is recommended that the Government give consideration to the possible 
adverse effects of a tendency which may prevail pointing toward a reduction 
in the profit or fee awarded to its contractors where there is a high volume 
of subcontracting executed under the contract. If there is such a trend, it 
would appear to penalize prime contractors when they make a sincere attempt 
to carry out a policy of maximum subcontracting to small business. It is 
significant also to recognize that a prime contractor ordinarily experiences higher 
administrative expenses and costs of supporting services when it implements 
a subcontracting program. 

One of the primary risks of prime contractors in subcontracting to small 
business is the possible failure of small business concerns to meet performance 
obligations because of inadequate financial sources. The new small business 
lodn program may be a partial solution to this problem. In addition, another 
inducement for subcontracting to small business might be provided if there could 
be 100 percent reimbursement to prime contractors for progress payments to 
their subcontractors so that the prime contractors would not be required to 
finance their subcontractors. 

Another suggestion is that small business concerns improve their record-keep- 
ing systems to comply with Government requirements for support of time and 
material type audits. 





COMMENTS ON SENATE BILL 500 


(Answers to questions) 


Question 1. Section 3(a). The establishment of competitive negotiation as 
an alternative to advertised procurement appears to be quite sound if, at the 
same time, it is insured that none of the present statutory exceptions to adver- 
tised procurement are eliminated or restricted in any way, even in interpreta- 
tion. The addition of this alternative method of procurement would provide a 
latitude which should result in the reduction of overall procurement costs. How- 
ever, if any of the present exceptions are eliminated or restricted as a conse- 
quence of providing for this alternative method, the actual result would be an 
increase of procurement costs. 

Question 2. Section 4(e)(e). Procurement specifications expressing the char- 
acteristics of the property to be purchased in terms of performance rather than 
in terms of design and manufacturing detail should be in the best interest of 
both the contractor and the Government. However, the feasibility of section 
4(e)(e), which provides for performance specifications, would, to a great ex- 
tent, depend upon the interpretation given to the words “wherever practicable.” 
If such specifications were used in the initial procurement of an advanced state- 
of-the-art item, it would most probably result in substantial cost increases. In 
addition, it should be made clear that performance specifications are not to be 
used as standards of inspection and acceptance by the Government. 

Question 8. Section 5(f). The limitation imposed by section 5(f) would, 
quite obviously, increase small business subcontracting. However, it also ap- 
pears obvious that over a period of time this limitation of competition would re- 
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sult in increased costs. In addition, if subcontracts for certain complex items 
are limited to small business only, it is quite probable that the prime contractor 
involved might be unable to procure the items from a reasonably qualified source. 
Poor judgment in designating those items which must be subcontracted to small 
business would seriously affect the performance of the prime contractor. Pro- 
visions of this section, therefore, seem to be quite unsound. 

Question 4. Section 7 does not seem to provide for any significant departure 
from the already existing concept of weapons system procurement. If, how- 
ever, by use of the term of “operational systems” it is intended to expand this 
method of procurement into areas not now within the weapons system concept, 
this would serve to centralize Government contracting and provide opportunity 
for a few major defense contractors to exercise unusual control over potential 
subcontractors. It would appear that at the operational stage, the weapons 
system concept could be continued without limiting procurement to one prime 
contractor, and such would seem advisable. 

Question 5. Section 9 specifically exempting fixed-price contracts made after 
formal advertising and incentive type contracts from renegotiation is a long 
overdue step in the right direction. In each of these cases any opportunity for 
contractors to make excessive profits is eliminated by the very nature of the con- 
tract itself. The airframe industry particularly felt the effects of renegotiation 
as applied to incentive type contracts and has consistently maintained the posi- 
tion and demonstrated that such application is clearly not in the best interests 
of either the contractor or the Government. The overall effect of renegotiation 
in the incentive contract area has been to destroy the incentive and thereby 
actually eliminate any savings which the Government might otherwise obtain. 


ExcerPr From Norruruprp Corp. PROCUREMENT PoLicy, MARCH 12, 1959 
III. SOURCE DETERMINATION 
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B. Smail business concerns 


Northrop Corp. makes a particular effort to develop and utilize qualified 
small business concerns as sources of supply. For this reason, it is company 
policy to encourage the vigorous participation in our programs of small busi- 
nesses which are technically capable. 

Further, it is the policy of the company that every major subcontract con- 
tains a requirement that the supplier will establish a small business subcon- 
tracting program as defined in Government regulation. The company recog- 
nizes that while the direct accomplishment of many of its large programs 
presents problems beyond the capabilities of small business concerns, there are 
ample opportunities for small businesses to participate in such programs as 
lower-tier suppliers. 





M. STATEMENT OF REPUBLIC AVIATION CorP., FARMINGDALE, LONG ISLAND, N.Y. 


REPUBLIC AVIATION CORP., 
Farmingdale, Long Island, N.Y., April 14, 1959. 
Hon. JOHN SPARKMAN, 
Chairman, Select Committee on Small Business, 
U.S. Senate, Washington 25, D.C. 


DEAR SENATOR SPARKMAN: This is written in response to your inquiry dated 
March 27, 1959. The numbered paragraphs below correspond with the question 
numbers in your March 27 letter. 

1. Republic Aviation’s receipts from Government defense contracts during 
calendar 1958 totaled $178,673,000. Our backlog at December 31, 1958, was 
$408,000,000. 

2. Of the $178,673,000 receipts in 1958, $79,669,000 is the aggregate arising 
from work we subcontracted to other companies. We have no basis for think- 
ing that the same ratio will not prevail in the future. 
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8. During 1958 we subcontracted $2,558,240 among the 20 companies listed 
in your letter. 

4. The total amounts subcontracted with small business during 1958 was 
$30,285,000. For all practical purposes this entire amount may be considered 
as having a direct relationship to the performance of the prime contracts. 

5. The bulk of our prime contracts are from the Air Force and their contracts 
with us contain the clause: 


“Utilization of small business concerns 

“(a) It is the policy of the Government as declared by the Congress to bring 
about the greatest utilization of small business concerns which is consistent 
with efficient production. 

“(b) The contractor agrees to accomplish the maximum amount of subcon- 
tracting to small business concerns that the contractor finds to be consistent 
with the efficient performance of this contract.” 

6. In all contract negotiations with the Air Force subcontracting is a con- 
sideration in that the proposed subcontracting is outlined and is passed upon 
by the Air Force as a part of the negotiation of the prime contract. 

7. Republic has an active program for the promotion of small business par- 
ticipation in our subcontracting structure. Page 7, paragraph (g) of Republic 
Aviation Corp. Procurement Policy Manual issued to each of our buyers contains 
these instructions: 

“The following provision or words to the same effect are included in the 
procurement regulations and in the prime contracts entered into by the company: 

“It is the policy of the Government as declared by the Congress to bring 
about the greatest utilization of small business concerns which is consistent 
with efficient production. 

“The contractor agrees to accomplish the maximum amount of subcontracting 
to Small business concerns that the contractor finds to be consistent with the 
efficient performance of this contract. 

“The purchasing department will carry out the intent of the above statement 
in the procurement of its materials, articles and services. Purchasing depart- 
ment supervision will review purchases not given to small business for adequacy 
of the explanation and for adherence to the policy herein.” 

In the documentation of every Republic procurement, the statement must be 
made as to whether this procurement was given to small business and if not, 
why small business did not receive the award. We are not able to determine 
what direct relationship there is between this program and the increased share 
of subcontracts awarded to small business. We are sure, however, that our con- 
stant reminders to the buying personnel to utilize small business and the re- 
quirement to explain any nonuse of small business result in greater opportunities 
for small business to share in our subcontract program. 

8. Republic has appointed Mr. C. E. Reid, works manager, as the small busi- 
ness liaison man. His functions are those as set forth in Department of 
Defense directive 4100.10 as implemented by Defense Department instructions. 
Although Mr. Reid does not generally participate personally in the make-or-buy 
decision, five of the seven departments represented on the Make or Buy Com- 
mittee report to Mr. Reid. 

9. Our make-or-buy decision is based on determining the best method to 
assure quality products on a timely basis at the least cost to Republic and its 
customers. The consideration of small business participation is not normally 
part of the make-or-buy decision, but follows after the decision has been made 
to buy. 

10. We prefer to do business with suppliers in the small business category, 
all other things being equal. Since our procurement personnel are required to 
explain all business not going to small business, small business is given a greater 
opportunity to quote than might otherwise be available. 

11. (a) We maintain bidder’s lists for all areas of procurement where there 
is a sufficient number of vendors who supply similar parts and services to make 
such a list worthwhile. In procurements such as major subcontracted compo- 
nents our buying personnel who have knowledge of these suppliers who are 
in the best position to meet our delivery, quality and price requirements, will 
request a representative number of these suppliers to submit quotations. 
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(b) We seek competition in all procurement where it is practicable to ask 
more than one potential supplier to submit quotations. Although our Instruc- 
tion Manual requires competition only when the procurement is over $500, our 
practice is to seek competition in all cases. 

(c) Our bidder’s lists as described in (@) above are rotated so that all vendors 
listed have an opportunity to quote on a portion of our requirements. 

(d@) There have been numerous changes in suppliers for particular parts dur- 
ing 1958. Appendix A attached thereto lists some representative changes. 

(e) We must assume that the items mentioned in (@) through (d) cover the 
entire scope of our procurement activity since there are no particular items 
set forth. We have never made any attempt to determine how many companies 
are capable of producing and assisting in the development of all the items which 
we procure. We are sure that the number would be so vast that there would 
be no practical way to assure ourselves that we had included them all and 
definitely it would be impractical to even attempt to determine the capabilities 
of each. 

(f) Specifications and other data are made available on an equal basis to 
all concerns whom we feel can best contribute to our production effort. Exam- 
inations are made of vendors’ capabilities before any action is taken either to 
invite quotations or acquaint them with our specifications or other requirements. 

(g) Our requirements are formulated and invitations to bid are sent out to 
selected suppliers in sufficient time to allow adequate bid time. 

12. The security classification of the parts procured from our suppliers are 
such that lack of security clearance has not hampered small business concerns 
interested in participating in our subcontract program. 

13. We have not acquired or merged with any small business concern within 
the last 24 months. 

14. We feel that a comprehensive list of all small business concerns showing 
the type of products and services they are qualified to render should be com- 
piled by some official agency, such as the SBA, and made freely available to prime 
contractors to aid in their greater utilization of the small business potential. 
Such list should be similar to those lists which have already been compiled as 
part of the mobilization program. 

You also solicit our observations on Senate bill 500 introduced by Senator 
Saltonstall to amend title 10 of the United States Code with respect to procure- 
ment procedures of the armed services: 

1. We feel that all parties, including the Government, would be well served 
by substituting competitive negotiation for advertised procurements. As prod- 
ucts become increasingly complex, the practical need for negotiation is increased. 
The factor of know-how, essential to the manufacturer of a modern weapons 
system, cannot be determined or evaluated from advertised invitations to bid. 
“Simple negotiation” seems to us to be adequately provided for in the existing 
statutory exceptions. 

2. The adoption of performance specifications in lieu of detailed specifications 
would, we believe, be hailed by all manufacturers, and would save the Govern- 
ment untold millions of dollars both in direct costs and in overhead. 

3. We believe this will be impractical and not feasible unless someone were to 
find an omniscient agency head. No man could properly predetermine this in 
the thousands of varying factual situations that arise. 

4. We favor this for the same reason that we favor performance specifications. 
Responsibility and authority should go hand in hand if efficiency and economy 
are desired in the end result. 

5. We feel very definitely that fixed-price contracts resulting from formal ad- 
vertising should be exempt from renegotiation. In this type of contract the con- 
tractor assumes all the risks including the risk of loss, and it is only equitable 
that he is entitled to whatever profit may result whether due to increased 
efficiency or to factors over which he has no control. The Government will not 
reimburse him for unexpected loss and should not have the right to renegotiate 
unexpected profits. Incentive-type contracts, inasmuch as they contain within 
themselves provisions which effect automatic renegotiation, should also be exempt 
from the Renegotiation Act. 

Very truly yours, 
Munpy I. PEALE. 
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APPENDIx A 


Part No. Prior supplier Present supplier 





RAC 12381-1._. 


| Beech Aircraft 2-565-250611 Ray Daisley 2-F 609 A —405097 
57 F908048-3 -| Koilsman Instrument 3-79 P—406943 Hydro-Electric 3-83P-418212. — 
57 W 240553 | Island Machine 2-79 P-379355 Algonquin Parts 2-79 P-379362. 
240554 Clark-Aiken 2-79P-360944 Zul Machine | 2-83P-409487. 
57F430122-5___. M.P.M., Ine 2-79 P-375903 Elan Machine. 2-83 P-401287. 
RAC 00551-1 _- Beech Aircraft 2-56-308232 - Shaw Metal _-- 2-F 609A 405116 
57 W 241118-11/12 We’ a, Inc 2 -77P-2)8081 Algonquin Parts | 2-83P—~409524. 
79 F160524-5 .--| Extruded Hinge 2 -79T-377307 Utility Metal_- 2-79R-403153. 
S7¥170426-1 | Kenick 2-79 P-364794 Aircraft Hardware 2-83 P-425187. 
57F771035-3 | Kellobe 2 68 7'-352718 S. & L. Metal Parts 2-84 P-394090. 
79 F870525-37 Ilinson Manufacturing 2 -79 P-366847 L. Potter | 2-79P-400257. 
57F350380-1_ _ _- Liberty Aircraft 2-68S-351463 Weha, Ine 2-68 P~356624 
57 F350380-3 ..| Weha, Ine 2 -84 P-391107 Electrol 2-83 P-391113. 
57 W 20001 1-36 .| Messera Bros 2 -80 P-389588 Acme Gear 2-84 P-399104. 
57F141096-5. : Beech Aircraft - 2-83 P-411064 Viking Tool 2-83 P-428795 
57F141140-1 .-| H & H Parts 2-79 P-358777 Aero Duct 2-80 P-366834. 


N. STATEMENT OF SPERRY RAND CorpP., NEw York, N.Y. 


SPERRY RAND CORP., 
New York, N.Y., April 16, 1959. 
Hon. JOHN SPARKMAN, 
Chairman, Select Committee on Small Business, U.S. Senate, Senate Office 
Building, Washington, D.C. 


Dear SENATOR SPARKMAN: We are pleased to accept your March 27 invitation 
on behalf of the Select Committee on Small Business to submit written com- 
ment regarding procurement methods and participation of small business con- 
cerns in subcontracting. In this regard, it was of interest to study the provi- 
sions of S. 500, copy of which you so kindly sent us, inasmuch as this proposed 
legislation bears so directly upon the mission of your committee. 

In the sincere hope that we can give meaningful assistance to your inquiry, 
we have chosen to submit what might be termed “background discussion” on 
the subject. Opinions we express herein are based upon extensive Sperry Rand 
experience (1) as a long-term supplier and/or prime contractor to military 
agencies, (2) as a major purchaser via subcontracting from both small and 
large business, and (3) as a corporation with strong convictions that the com- 
petitive climate inherent in free enterprise, if it is not compromised by regula- 
tory or political manipulation, will serve the public interest best. 

Our submission is based primarily upon the broad experience of our Sperry 
Gyroscope Company Division as a contractor to the Government for nearly 50 
years. Perhaps we should state at the outset that subcontracting generally, 
and procurement from qualified small business concerns particularly, has for a 
long time appealed to us from a business standpoint. As a leader in research, 
development, and manufacture of a wide range of weapons, instruments, and 
controls for all branches of the Department of Defense, we realized, due to 
limited profits and therefore limited investment capital, that we would of neces- 
sity be dependent upon a wide variety of vendors and subcontractors who had 
developed specialty products and services complementary to our main line of 
business. Therefore, either between or during wars—through every peak and 
valley in military procurement—Sperry concentrated its funds toward develop- 
ing to the fullest within our company only those skills, tools, and facilities which 
had basic and primary relationship to our engineering and manufacturing 
objectives. 

Having made this choice, it was mandatory that we found and developed 
talented outside sources for special hardware, materials, services, and reliable 
components. In a very real sense our Sperry Gyroscope Co. has been handling 
military programs in the manner of a weapons system manager long before the 
technique became widely known or employed by the military. 

Our latter-day programs for subcontracting and procurement from small busi- 
ness grew out of our World War II experience. In this period, with major re- 
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sponsibilities in the war effort, we not only faced the problem of expanding ten- 
fold ourselves, but of educating two kinds of suppliers to meet the critical war- 
time demand. First, in a crash program to develop 17 prime contractors from 
commercial enterprise to produce Sperry-designed equipment in volume, Sperry 
found it necessary to set up a large task force to train, inspect, and monitor the 
efforts of the new primes to assure that reliable equipment—meeting all the 
special, high-quality requirements of military equipment—would be produced. 
Secondly, a host of small business subcontractors was sought out and brought 
into the production task at hand. Here, again, a costly and, in fact, a shockingly 
large amount of training and education was provided by Sperry manufacturing 
task forces to get hardware that would meet specifications. 

Postwar, its lessons learned, Sperry determined to develop, in its own interest, 
a host of outside sources best qualified to perform military work. So equipped, 
it was hoped that the challenge of meeting the needs of limited or all-out war, 
or even maintaining deterrent capability, could be met more easily. In a special 
effort within this company program, 75 contractors participated in a special 
“package subcontracting” project initiated by Sperry well in advance of Korean 
hostilities in which qualified firms in many categories of American business 
manufactured complete subassemblies to rigid Sperry specifications. This proved 
to be of real merit when the Korean campaign called for weapons in quantity. 

The major point to be gleaned from all of the foregoing is that neither a prime 
contractor nor the Nation can afford to depend upon other than qualified sources 
for national defense material. Therefore, programs of either Government 
agencies or prime contractors must mutually pursue the constructive develop- 
ment and use of supplies of highest quality, performance, and integrity. As the 
president of our Sperry Gyroscope Company Division advised a member of your 
committee, the Honorable Jacob K. Javits, by letter on January 15, we have strong 
convictions that all business must win its “fair share” of defense contracts 
“competitively, on merit.” 

Your committee will find of interest the enclosed message on small business 
published by Sperry Gyroscope in the Long Island area and a subsequent ad- 
vertisement on small business recently published nationally. These reflect 
Sperry Rand’s enthusiastic interest in, and appreciation of, the important role 
of small concerns in the defense effort. 

What, of course, is not contained in these messages, is the fact that many 
prime contractors have contributed to the growing strength of small business by 
bearing, in a very real sense, some of the overhead costs of the concerns with 
which they do business. To assure themselves of qualified suppliers, prime con- 
tractors continue to train small business in engineering and production tech- 
niques, to upgrade their sights and capabilities, and to monitor many phases 
of their operations. These costs, assumed by the larger companies, must, of 
course, be judiciously expended only on those small businesses which have proven 
themselves aggressive, flexible to the changing nature of technology, and respon- 
sive to the challenge that business is survival of the fittest. So long as this kind 
of firm can he rewarded by Government and industrial support, then national 
defense and the Nation’s economic health will be well served. If business is 
awarded on merit, there is nothing to fear. Qualified small business concerns 
can expect a good portion of weapons work and they will continue to deliver good 
material, priced right and on schedule. This Nation’s recent experience in giving 
birth to revolutionary new advances in military technology has served notice to 
small business and the larger weapon-systems managers that they must provide 
hardware of highest reliability. With the knowledge that no system is stronger 
than its weakest component, the challenge to all business is to be qualified. 

For this reason, we believe it will be most difficult to arrive at legislation favor- 
ing small business generally which will not: (1) unfavorably affect the efficiency 
of procurement methods, or (2) unfavorably affect the quality of American 
weapons. 

It is feared that any broad-brush legislative treatment of the problem will 
further complicate the already complex situation existing in the procurement of 
national defense equipment. Toward solving such complexity, there has been a 
growing trend to give prime contractors broader responsibilities in the manage- 
ment of large weapon-systems programs. This is being done to take advantage 
of the specific experience of the primes in managing all aspects, including the 
choice of the most qualified team members and subcontractors to assist the prime 
in doing the task called for by the military. 
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This trend will be further encouraged by passage of S. 500 introduced by Mr. 
Saltonstall, particularly section 2305(e), which proposes to improve the pro- 
curement of complex operational systems by providing that procurement specifi- 
cations shall, wherever practicable, express the characteristics of the property 
- terms of performance rather than in terms of design and manufacturing 

etails. 

All of the 8. 500, section 2389, dealing with operational systems seems most con- 
structive to us based upon our experience in systems management and subcon- 
tracting. With specific respect to those provisions in this section regarding the 
employment by the prime contractor of subcontracting and small business con- 
sistent with the efficient performance of the contract, it would appear that this 
is about as far as legislation could go. 

There is one provision in S. 500 which does not seem compatible with the 
foregoing, and that is section 2306(f) which reads: 

“(f) The head of an agency may, in any prime contract executed by his 
agency, provide, with respect to any property and services needed by the prime 
contractor, that competition in any procurement thereof by the prime contractor 
shall be restricted exclusively to qualified small business concerns. The Sec- 
retary of Defense shall issue regulations designed to implement the foregoing 
authority.” 

In the procurement of complex operational systems, a requirement upon a 
major prime contractor to buy exclusively from small business would definitely 
hinder performance of the contract and could preclude attainment of the high 
quality and reliability required of such systems. If improperly implemented, 
section 2306(f) could compromise the other principal objectives of S. 500. 

In conclusion, we address ourselves to the wish of your subcommittee for assist- 
ance and advice on methods by which qualified small business concerns can more 
fully participate in subcontracting, as stated in your letter. 

First, we believe that every effort should be made to strengthen the volun- 
tary participation by industry in small business subcontracting under Depart- 
ment of Justice directive 4100.20. 

Second, there should be an increased cooperative effort between major Gov- 
ernment prime contractors and the Small Business Administration to assure 
small business full opportunity to use its respective strengths and skills. Here 
educational activity would be most helpful—efforts designed to instruct small 
business how best to sell their wares and what qualifications are most impor- 
tant in satisfying modern-day military product requirements. 

In this regard, it should be stated that Sperry procurement task forees mak- 
ing surveys in various geographic areas have done considerable educational 
work while involved in the process of survey itself. For precise equipment of 
high quality, we have discovered many businesses of varying size which fall 
short in some way. 

For example, in 1 area 52 companies were considered, 31 were visited but the 
survey team could classify only 23 as qualified and approved. 

In another area 92 firms were studied ; 26 qualifled. In 3 other areas 177 were 
studied ; 54 were qualified. 

Third, both Government and industry should communicate by all means pos- 
sible to small business the fact that all business is highly competitive, must be 
flexible to the changing nature of technology and must be aggressive in seek- 
ing out new ideas and new markets. It is incumbent upon small business to be 
alert to such changing needs as those from machining work to sheet-metal fab- 
rication or from electromechanical to electronic assemblies. No law nor direc- 
tive should relieve the responsibility upon American enterprise to be enterprising. 

Finally, we wish to commend your committee for its evidenced dedication 
to the interests of small business. Your deliberations and your consultations 
with industry will in themselves doubtlessly aid small business by inspiring a 
broader appreciation of our Nation’s responsibility to, and dependency upon, 
small business. 

We, at Sperry Rand, have considered it a privilege to submit this background 
discussion on the subject. It has served to adjust our own sights as to how 
we can best serve the Government’s objectives in this regard. 


Sincerely yours, 
H. F. VICKERS. 


A a 
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O. STATEMENT OF UNITED AIRCRAFT CorP., EAST HARTFORD, CONN. 


UNITED AIRCRAFT CoORP., 
East Hartford, Conn., April 17, 1959. 
Hon. JoHN SPARKMAN, 
Chairman, Select Committee on Small Business, 
U.S. Senate, Washington, D.C. 

My Dear SENATOR SPARKMAN: This will acknowledge your invitation of March 
27, 1959, to submit a written statement, in answer to certain specific questions 
which is to be made a part of the permanent record of the hearings which the Sub- 
eommittee on Government Procurement of the Senate, Small Business Committee 
will hold commencing April 22. 

The statement of this corporation in answer to the specific questions submitted 
by you is set forth as an attachment to this letter. 

Very truly yours, 
W. R. Rospsins, Vice President. 


1. During the latest accounting period for which statistics are available, 
preferably fiscal year 1958, what were your total receipts from Government de- 
fense contracts? What was your on-contract status on December 31, 1958? 

Shipments under Government defense contracts for the calendar year ended 
December 31, 1958 (on an accrual basis), amounted to $1,055,959,696.17. Un- 
filled orders at December 31, 1958, aggregated $1,062,841,233. 

2. Of those receipts, what total dollar amount was subcontracted to other 
companies? Of this amount, what percent is, or is intended to be, subcontracted? 

The total dollar amount for procurement of material, parts, and supplies is 
estimated at $728 million and represents 69 percent of the total Government 
sales for the year 1958. 

3. What was the total dollar amount subcontracted with the attached list of 
20 companies? 

The amount of purchases of material and parts from the 20 companies in- 
cluded in the list attached to the questions amounted to approximately 
$5,813,000. 

4. What was the total dollar amount subcontracted with small business (gen- 
erally those companies having less than 500 employees)? To what extent does 
this amount reflect purchases having only an indirect relationship to per- 
formance of the contract? 

The total amount of purchases from small business is estimated at $240 million 
for the year 1958. Of this amount it is estimated that 8 percent reflects pur- 
chases having only an indirect relationship to performance of contracts. 

5. What steps have the various procuring agencies of Government requested 
you to take with respect to subcontracting with small business? 

The divisions of United Aircraft Corp. have been requested by the Department 
of Defense to comply with DOD Instruction 4100.20, dated April 19, 1955. Ac- 
cordingly, UAC has formulated policies and procedures which result in a maxi- 
mum amount of purchasing from small business concerns that is consistent with 
the efficient performance of military contracts. Vendors are also requested to 
conform to DOD 4100.20. In addition, reports are submitted to DOD representa- 
tives and visits have been made to certain of the corporation’s divisions to re- 
view the efforts of the divisions in connection with the small business program. 

6. To what extent has your subcontracting program with small business been 
a consideration in contract negotiations? 

On certain proposals leading to contract negotiations the divisions have been 
required to include a statement concerning our purchasing policy in which 
listings of principal vendors and the type of items to be purchased are submitted, 
as well as a statement as to the number of suppliers and the percentage of such 
suppliers that are considered to be small business concerns. In other cases, dis- 
cussions with contracting officers have been had as to the amount of expected 
procurement of product parts and supplies from small business concerns. 

7. Do you have an active program for the promotion of small business partici- 
pation in your subcontracts? If so, what functions does it perform? Has this 
program increased the share of subcontracts awarded to small business? 

All of the divisions have an active program for the promotion of small busi- 
ness participation by our vendors. In general this program endeavors to assure 
that our major suppliers are cooperating with the small business program policy. 
It is believed that this program has increased the share of purchases awarded 
to small business. 
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8. Do you have, in your company, a small business liaison man? If so, what 
are his functions? Does he have authority in the make-or-buy decision? 

Each of the divisions of United Aircraft Corp. has a small business liaison man. 
The main function of these employees is to coordinate small business procedures 
and to accumulate statistics for reporting. Such employee is also the contact 
point for small business representatives who seek information relative to estab- 
lishing business relations with the divisions, and it is his duty to insure that 
small concerns have equal competitive opportunity to secure defense work. How- 
ever, he does not have authority in the make-or-buy decisions. 

9. To what extent does small business policy affect your make-or-buy decision? 

There are two fundamentals which govern us in our decision as to whether 
any new part should be manufactured by us or purchased. The first is to. insure 
to the very best of our ability that the quality and deliveries will be as required. 
The second is to obtain the new part in the most economical way, including not 
only the price of the article itself but also the cost of the facilities required to 
manufacture the new part. Accordingly, all vendors have an opportunity to 
participate in procurement of materials and parts. In certain areas small busi- 
ness concerns, due to their specialization and know-how in a particular operation, 
are better fitted to undertake procurement than larger concerns. 

10. To what extent does such policy affect your decisions as to the companies 
with which you shall subcontract? 

Our experience has shown that after proper analysis, if it is practicable to 
award the order to small business, we find in general that their performance 
and delivery, quality, and suggestions for an improved product are better than 
those of large business. There is, therefore, a natural inclination to favor the 
placement of orders with small business wherever possible. 

11. What are the mechanics by which you choose your subcontractors? 

(a) Do you have a bidders’ list for most items? 

(b) To what extent do you have price competition? 

(c) Do you have a rotation of your bidders’ lists so that all interested small 
firms have an opportunity to compete at regular intervals? 

(d) Give examples of the extent to which your subcontractors have changed 
for the same or similar items during the recent past. 

(e) To the best of your knowledge, how many companies are capable of 
producing or assisting in the developing of the items mentioned in (a) through 
(da)? 

(f) Are specifications and other data made available on an equal basis to 
all concerns which indicate a desire to participate in your subcontracting 
program ? 

(g) Are your requirements formulated and made public in sufficient time to 
allow adequate bid time? 

The corporation maintains bidders’ lists for most items and, in general, a 
substantial portion of our orders for purchases are issued on the basis of com- 
petitive prices unless the required items are proprietary or single source. When 
new materials or parts are purchased, it is the policy of the corporation to 
rotate its bidders’ lists so that all interested firms have an opportunity to 
compete at regular intervals. In connection with purchases of materials and 
parts which require substantial tooling or specialized facilities, it is, of course, 
not economical for the corporation to rotate its bidders’ lists. Rotation of 
hidders’ list is made only among those firms that are qualified to meet the 
standards established for the material or parts to be procured. 

Due to the limited time which we have had to answer this letter, we have 
not been able to ascertain the extent to which vendors have changed for the 
same or similar items during the past, and the number of companies capable of 
producing or assisting in the procurement of material. 

The corporation also follows the practice of making available specifications 
and other data on an equal basis to all concerns which indicate a desire to 
participate in our procurement program, provided they can meet the necessary 
qualifications for such materials, and opportunities for such participation are 
made public in sufficient time to allow adequate bid time. 

12. In your experience, to what extent has lack of security clearance hampered 
small concerns interested in participating in your subcontracting program? 

In our experience lack of security clearance has not hampered small concerns 
in any way. In general, detail parts of a classified assembly are not classified. 

13. Have you acquired any small business during the past 24 months? Were 
any of these your former suppliers? 
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The corporation has not acquired any small business in the past 24 months. 
14. What recommendations do you have for the improvement of participation 


: ‘ < i ‘ i ~] af se 8S ac i 7 
by smaller companies in the defense subcontracting? 


The Small Business Administration is now a permanent branch of the Govern- 


ment. It is so organized that they have regional offices located throughout the 
country. These offices should be staffed, if they are not already, with personnel 
who have the experience and know-how to guide local small business in their 
search for Government work. We come in contact with several thousand small 


business firms each month and since we have known for some time that our 


Government business would be declining, we have a desire to help our suppliers 


secure work in other fields. In asking these small business concerns if they 
are contacting the different governmental agencies, it is nearly unanimous 
that they just don’t know where to get started. 

It is recommended that the SBA branch offices establish a method of guiding 
representatives of small business to particular prime contractors that may have 
a requirement for materials than can be manufactured in the particular type of 
facilities of the small business concerns, and that these offices be equipped with 
more up-to-date information about procurement opportunities in the local area. 
We feel that small business would receive a larger share of defense procure- 
ment if they could better present their abilities to prime contractors and if the 
smail business concerns were better informed as to the procurement problems 
inherent in defense contracting. 





(P) STATEMENT OF WESTERN ELeEcrric Co., New YorkK, N.Y. 
AMERICAN TELEPHONE & TELEGRAPH Co., 
Washington, D.C., April 16, 1959. 
Hon. JOHN SPARKMAN, 
Chairman, Select Committee on Small Business, 
U.S. Senate, Washington, D.C. 

DEAR SENATOR SPARKMAN: This refers to your letter of March 27 and the at- 
tached questionnaire relating to the participation of small business concerns in 
Government contracts through subcontracting. 

Since contracting work of the character indicated by your inquiry done by 
the Bell System for the Government is concentrated in the Western Electric 
Co., it has seemed appropriate to have the answers to your questionaire prepared 
by that company, and such answers are enclosed. 

We appreciate this opportunity of expressing our views with respect to the 
questions submitted. If you have any further questions, kindly let us know. 

Sincerely yours, 
Luoyp S. MILLER. 


STATEMENT FOR SUBCOMMITTEE ON GOVERNMENT PROCUREMENT OF THE SENATE 
SMALL BUSINESS COMMITTEE 


INTRODUCTION 


In answering the questions attached to Senator Sparkman’s letter, we have 
included Government sales and purchasing activities undertaken by the three 
major Government divisions of Western Electric Co., namely, Radio Division, De- 
fense Projects Division and Government Communications Sales Division, and by 
the Bell Telephone Laboratories (which is the research and development unit of 
the Bell System and is jointly owned by Western Electric and A.T. & T. Co.). 

In this manner we have covered between 95 percent and 98 percent of our 
Government work. The portion which we have not included reflects activities 
by subsidiaries, such as Teletype Corp., Nassau Smelting & Refining Co., and the 
Sandia Corp., a nonprofit company formed solely for the assistance of the 
Atomic Energy Commission in the nuclear weaponry field. 

In the following questions and answers we have interpreted and used the words 
“subeontract,” “subcontracting” and “subcontracted” to include all purchasing. 

We welcome these opportunities to describe our purchasing procedures of 
which we are proud—not only in the realm of small business activity but also 
in the general area of buying for Government contracts. 

Question No. 1. During the latest accounting period for which statistics are 
available, preferably fiscal year 1958, what were your total receipts from Gov- 
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ernment defense contracts. What was your on-contract status on Decem- 
ber 31, 1958? 

We maintain statistics on U.S. Government business on a sales basis (i.e. 
billings) instead of by total receipts, and as we use calendar years instead of 
Government fiscal years we are showing below the Government sales during 
calendar year 1958. We have interpreted “on-contract status” to mean our 
unfilled order position. 


Millions 
Totel net sales to 0.8. Government in 1958...................._-..... $563. 1 
Unfilled Government orders on Dee. 31, 1958__-..----_-_--_--_----- 964. 8 


Question No. 2. Of those receipts, what total dollar amount was subcontracted 
to other companies? Of this amount, what percent is, or is intended to be, sub- 
contracted ? 

We accumulate our purchasing statistics on a payment basis and during 
the year 1958 our total payments to subcontractors on our Government business 
was $338.2 million, or approximately 60 percent of our 1958 Government sales. 

We anticipate that subcontracting on our unfilled orders will be approxi- 
mately $575 million. As we contemplate no specific changes in our purchasing 
practices, we expect that the unfilled portion will require approximately 60 
percent subcontracting effort. 

Question No. 8. What was the total dollar amount subcontracted with the 
attached list of 20 companies? 

There is shown below a listing of payments, not only to the 20 selected com- 
panies but also the companies affiliated with the listed firms. 

Payments in 


Company 1958 
I wieenpnenebinninavinwmeuis 0 
Neen eligi wiiowiiaimncecnemicicass $2, 150 
rae on raceenpinenisapnaeeweneiiel 1, 527, 913 
Nee kd eleieetammeneurbiiessmmee aan 239, 786 
a an sn mateinsbenseadsbani- wctnteeaenainihamactinbe 497, 765 
a ie eh es ae ee 0 
a cin embaceeneecns ie ku owncees momo inouicneoe 722, 951 
NT en wimreredprecem eerinesmemmcrem 4, 646 
a er a i ey en eee, dba ect aoa 154, 894, 375 
ns aes cssacsaibomiianen sissies erect 500 
ss eaaeaaienrteaennmapennineeenivencetacmaneaions 0 
tec Cate estag es seh lle eR lal eRe 156, 097 
Ne nsthane-cwaegmpenersuey men-ennemiermven ge aapsanee 0 
Neen ene en enn nnn cpiig tnaneup-snpomon cipbeie cane mmm eoenes 0 
en Pee CNET 881, 497 
Nn ncaa bidbcgientd ance waledin mime oener 158 
a n  ermmecnenancan 179, 772 
i le lcs eatin mapiaete 0 
rh Sele ae ea eel a aE na Se 166 

1 Douglas Aircraft furnishes ground launching and handling equipment plus the missile 


(less the guidance equipment) for the Nike system. This project is in effect a joint effort 
in the production of Nike systems between Westinghouse Electric and Douglas Aircraft. 


Question No. 4. What was the total dollar amount subcontracted with small 
business (generally those companies having less than 500 employees)? To what 
extent does this amount reflect purchases having only an indirect relationship to 
the performance of the contract? 

In 1958 we subcontracted $66.1 million to small business. Company records 
are not maintained in such a manner as to permit, readily, the segregation of 
purchases from small business of items having an indirect relationship to the 
performance of Government contracts. 

Question No. 5. What steps have the various procuring agencies of the Govern- 
ment requested you to take with respect to subcontracting with small business? 

We have been requested to participate, and are participating, in the Defense 
subcontracting small business program. Our liaison is through the Department 
of Army, Office of the Deputy Chief of Staff for Logistics. In addition, we are 
reqnested to accept, and do accept, in all contracts over $5,000 the standard 
utilization of small business concerns clause prescribed by section 7—104.14 of 
the Armed Services procurement regulations. 

Question No. 6. To what extent has your subcontracting program with small 
business been a consideration in contract negotiations? 

Refer answers to questions 5, 7 and 8. 
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Question No. 7. Do you have an active program for the promotion of small 
business participation in your subcontracts? If so, what functions does it 
perform? Has this program increased .the share of subcontracts awarded to 
small business ? 

We are participating actively in the defense subcontracting small business pro- 
grant In 1955 we designated an executive of the company as Western Electric 
small business liaison representative. At the same time, we promulgated a 
formal statement of policy which, after designating the comptroller of purchas- 
ing division as the company’s representative, went on to appoint the purchasing 
agents of Hawthorne, Ill., Kearny, N.J., Point Breeze, Md., Winston-Salem, N.C., 
Indianapolis, Ind., Merrimack Valley, Mass., Allentown, Pa., Laureldale, Pa., 
Tonawanda, N.Y., and San Francisco, Calif., as local small business liaison repre- 
sentatives. It then gave directions to the local buying personnel as follows: 

When making purchases of materials and services to be applied against con- 
tracts or purchase orders received from the Army, Navy or Air Force, the local 
buying personnel shall keep in mind the requirement for placing purchases with 
small concerns when consistent with good business practices. Where the buying 
considerations with respect to two or more potential suppliers are equal, the 
business shall be placed with the small supplier. 

Buying personnel shall include the following clause in all fixed price contracts 
and purchase orders valued in excess of $5,000 when the materials or services 
being purchased are for Department of Defense end use: 

“You agree to accomplish the maximum amount of subcontracting to small 
business concerns that you find to be consistent with the efficient performance 
of this contract or purchase order.” 

We find that our Government operations lend themselves to the utilization of 
small business. Most of our orders are for small quantities of systems. Ordi- 
narily, a contract involving 100 systems is a sizable order. This means that if a 
part is used one per system, we only need 100 parts plus a few for spares; like- 
wise, if a part is used two, three or four per system, the total requirement is still 
small when consideration is given to economy of volume production. This type 
of procurement is ideally suited to the facilities normally available in the small 
business concerns. For this reason, the extent of our procurement from small 
business is indeed substantial. From 1956 to date the percentage of participa- 
tion of small business concerns has increased, as shown below: 





Percent of Percent of 
small business | payments to 
Year to total small business 
number of to total 
suppliers payments 
——— - _— — _ - _ —_ ee 
oe isis i ud 228 78.9 13.0 
a Rends > Cuikin deb dacl ann bk Uae Akon in old bbb dk adhuide anise Padbieas 78.5 16.8 
eS ee i lath hala inital ati 81.0 19. 6 


We believe that by the elimination from our statistics of one large subcon- 
tractor (Douglas Aircraft Corp.), which in many respects may be more properly 
regarded as an associated “team” contractor, a more representative picture 
is produced of the percentage of payments to small business. 








Percent of Percent of 
small business | payments to 
Year to total small business 
number of to total 
suppliers payments 
(less DAC) 
Be poecenns 4 ‘ pact hecal asia Diane cen cain caret emia 78.9 16.7 
BE din dke ce edhe ed ben date bach edduchl ba Maes ckedts ack dol 78. 5 24.3 
Pe hig ns de nd adh ohh enc abiad ea cke tp Due eeeds dnb cee inst oa~eete 81.0 36.1 





In 1955 to supplement our small business liaison representatives, we also 
established supplier relations offices. These are designed to encourage small 
business participation in our program. The function of these offices is to receive 
a supplier’s representative calling for the first time and discuss with him the 
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type of products or services being sold. If we find the supplier’s services can 
be used, he is introduced to the cognizant buyer and, if indicated, conferences 
are arranged with the engineering, plant and maintenance representatives to 
discuss appropriate products and methods. 

Question No. 8. Do you have, in your company, a small business liaison man ? 
If so, what are his functions? Does he have authority in the make-or-buy 
decision ? 

Refer answer to question 7. 

The small business liaison representative is responsible for the implementation 
and policing of the company’s small business policy, including assuring that 
the small ‘business clause is included in all subcontracts or purchase orders 
over $5,000. He participates in the make-or-buy decision. 

Question No. 9. To what extent does small business policy affect your make- 
or-buy decision? 

Refer answers to questions 7 and 8. 

Question No. 10. To what extent does such (sinall business) policy affeet your 
decisions as to the companies with which you shall subcontract? 

Refer answers to Questions 7 and 8. 

Question No. 11. What are the mechanics by which you choose your subcon- 
tractors? 

(a) Doyou have a bidders list for most items? 

(b) To what extent do you have price competition ? 

(c) Do you have a rotation of your bidders’ lists? So that all interested 
small firms have an opportunity to compete at regular intervals? 

(ad) Give examples of the extent to which your subcontractors have changed 
for the same or similar items during the recent past. 

(e) To the best of your knowledge, how many companies are capable of 
producing or assisting in the developing of the items mentioned in (a) 
through (d)7? 

(f) Are specifications and other data made available on an equal basis to all 
concerns which indicate a desire to participate in your subcontracting program? 

(g) Are your requirements formulated and made public in sufficient time to 
allow adequate bid-time? 

(a) We do maintain purchasing records covering thousands of items pur- 
chased, including listings of manufacturers qualified to produce the items. 

(6) When we are not limited to a supplier by design or proprietary consid- 
eration we obtain competition from three or more qualified sources. When we 
are limited to single sources or when items under procurement are new and the 
reasonableness of prices cannot be ascertained, arrangements are made where 
possible for audit and redetermination of the suppliers prices. 

(c) Over a period of years we have developed competent suppliers for a 
multiplicity of requirements. As the type and nature of these requirements 
change with the needs of Government business and the development of new 
sources and improved methods of manufacture, some sources are dropped while 
new ones are brought into our procurement picture. We attempt, within rea- 
son, to give suppliers who have expressed an interest in our business an oppor- 
tunity to submit a quotation. It would, of course, be impracticable to ask for 
quotations from all of the hundreds, or possibly thousands, of suppliers who 
might be in a position to do some portions of our subcontracting program (but 
refer “f’’). 

(d) In any normal year we can anticipate approximately a 10 percent shift 
in the suppliers with whom we place work. New suppliers are added and others 
are dropped. Some suppliers are dropped for faulty performance, others are 
dropped because of the changing nature of the work we are doing. No supplier 
has assurance that we will continue to use his product for the next requirement. 
In order to continue, he must be competitive in performance (quality and sched- 
ule adherence) and in price. 

(e) There are literally thousands of suppliers in various sections of the 
Nation who are qualified to perform some portion of our subcontracted work. 
In 1958 we made purchases from some 6,500 of them. There are, however, rela- 
tively few suppliers who can satisfactorily handle major subcontracts or assist 
in substantial product developmental programs since such subcontracts and de- 
velopmental programs require a heavy capital investment in plant and facilities, 
together with a high degree of technical skill and a large research engineering 
organization. 

(f) All concerns which indicate a desire to participte in our subcontracting 
are cordially welcomed at our purchasing offices. We next determine from the 
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representative the specific items (or groups of items) on which the firm con- 
siders themselves capable of producing to our quality standards and tolerances. 
A survey is made of the plant to review not only manufacturing facilities, quality 
controls, testing procedures, etc., but also accounting systems. If these factors 
are satisfactory the prospective supplier is furnished copies of complete specifi- 
eations and drawings and requested to quote on the next requirement in his field. 

(g) Requests for quotation are submitted to qualified subcontractors as re- 
quirements arise. Adequate time is usually provided for the subcontractor to 
analyze our requirements and submit a realistic price and delivery interval. 
Occasionally suppliers are requested to quote immediately as a result of urgent 
demands received from Government agencies. 

Question No. 12. In your experience, to what extent has lack of security clear- 
ance hampered small concerns interested in participating in your subcontracting 
program? 

The fact that a supplier does not possess security clearance in no way disquali- 
fies him from participating in our subcontracting programs. The Western Elec- 
tric Co. as a regular practice aids and assists subcontractors in obtaining security 
clearance from the time of requesting quotations on classified material until 
the orders are placed. 

If suppliers with whom we intend to negotiate have not been cleared, a forma! 
request is made by Western on the agency involved (Army, Navy, and Air Force) 
to inspect the facilities and personnel for clearance. When approval has been 
received, a DD-254 security check list is prepared by Western and forwarded to 
the local cognizant security officer for signature with copies to the supplier and 
the area cognizant security officer. 

Question No. 13. Have you acquired any small business during the past 24 
months? Were any of these your former suppliers? 

No. 

Question No. 14. What recommendations do you have for the improvement of 
participation by smaller companies in defense subcontracting ? 

More wide-spread use of suppliers relations offices such as those established in 
our North Carolina locations. These offices are designed to encourage small 
business participation in our program. The function of the offices is to receive 
a supplier’s representative calling for the first time and discuss with him the 
types of products or services being offered. If we find the supplier’s services can 
be used, he is introduced to the cognizant buyer by whom conferences may be 
arranged with the engineering, plant and maintenance representatives for ap- 
propriate discussions of products and services. 

Greater use of the supplier demonstration technique. We have found this 
practice beneficial to the small business supplier in that he is thus better able 
to keep our people abreast of new developments or new designs of equipment, 
methods and processes, so as to enhance his potential for additional business. 

Greater participation in exhibits and conferences conducted by Government 
agencies and designed to promote utilization of small businesses concerns in the 
defense Program. We have set up displays at a number of these meetings and 
have arranged for vendors to meet with our engineering and operating repre- 
sentatives to discuss and demonstrate their products and capabilities. 


SENATE BI S. 500 
(Saltonstall bill) 


Views requested on provisions which : 

1. Establish competitive negotiation as an alternative to advertised pro- 
curements, while leaving simple negotiation authorized only when it falls 
into one of the 17 statutory exceptions (sec. 3(a)). 

2. Call for performance specifications wherever practicable in lieu of spec- 
ifications in terms of design and manufacturing details (sec. 4(c) (e) ). 

3. Provide that the agency head may include in the prime contract that 
certain designated subcontracts shall be limited to competition between small 
business concerns (sec. 5(f)). 

4. Provide for operational systems to be purchased from a single prime 
contractor who will be responsible for design, development and production 
(sec. 7). 

5, Exempt fixed-price contracts, contracts made after formal advertising. 
and incentive-type contracts from the renegotiation statutes (sec. 9). 
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COMMENTS 


L. With respect to establishing competitive negotiation as an alternative to the 
advertised method, it would seem to us that the proposal has sound and basic 
merit. It is inescapable that the character of the material and services being 
procured since the beginning of World War II and into the indefinite future 
is of such changing and complex type that it cannot be procured by advertising, 
as is suggested by the existing statute. It is unrealistic to call for procurement 
generally by advertising when 80 percent or more must be procured by negotia- 
tion. While negotiation is possible under the present law, it can be accomplished 
only by considering it an exception which calls forth a certain amount of admin- 
istrative difficulty, and always puts the seeker of the authority into a defensive 
position when undertaking to do what is obviously and unavoidably necessary. 
The proposed change to be accomplished by S. 500 affords equal status to that part 
of the present-day practice which can be logically handled in a competitive ne- 
gotiation process in the same manner that most of present-day industrial pro- 
curement is accomplished. 

2. Calling for performance specifications rather than detailed design and 
manufacturing specifications has merit when applied to correction of two ob- 
viously unsound situations. This is where an extremely simple object is de- 
scribed in great detail when its character and use do not warrant it; and where 
highly complex, forward-looking developments are sought to be described in 
specific detail long before the knowledge and experience which would permit this 
are available. In between these extremes, there is a large range of equipment 
which must be specified in a suitable degree of detail in order to insure stand- 
ardization and interchangeability; and also to permit a number of contractors 
to compete and manufacture essentially the same article. It might be more 
effective to set a sound governing principle and leave the responsibility for de- 
termining the appropriate degree of refinement to an appropriate administrative 
Official. 

8. The inclusion of a requirement in the prime contract that certain property 
and services be set aside by the prime contractor for procurement exclusively 
from small business concerns does not seem desirable to us. The introduction 
of such a requirement, together with the supervision of its administration by the 
contracting officer, will result in a slowing down and deterioration of the sub- 
contracting process. The delays occasioned by the introduction of such rigidity 
will in all probability adversely affect the cost and the time of performance. 

4. The provision for procurement of complete operational systems from a 
single prime contractor responsible for design, development, and production 
seems to us to be appropriate and meritorious. Our experience during the post- 
war period has clearly indicated the superiority of this concentration of respon- 
sibility in the accomplishment of the acceleration of development and curtail- 
ment of the interval between design and full production, which we understand 
to be a primary purpose of the legislation. It may be desirable, however, to 
effect procurement in the customary manner after design has been stabilized. 

5. With respect to the proposal to exempt particular types of contracts from 
the renegotiation statutes, we can see particular merit in granting such exemp- 
tion to those which are made after formal advertising and those which are of an 
incentive type. In the first instance, the full competition afforded assures the 
establishment of a fair price. In the case of incentive type contracts, under- 
standings have been arrived at between the Government and the contractor as 
an inducement to the contractor to reduce costs. and it would seem uncon- 
scionable after the cost savings have been effected to reclaim through the re- 
negotiation process the profit promised as the inducement. 


(Q) STATEMENT OF WESTINGHOUSE ELEcTRIC CorP., PITTSBURGH, PA. 


WESTINGHOUSE ELectTrIc Corp. 
(Washington Office), 
Washington, D.C., April 16, 1959. 


Senator JoHn SPARKMAN, 
Select Committee on Small Business, 
United States Senate, Washington, D.C. 


Dear SENATOR SPARKMAN: By letter dated March 27, 1959, you invited West- 
inghouse Electric Corp. to submit a written statement in connection with the 
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hearings which the Subcommittee on Government Procurement will hold begin- 
ning April 22. You enclosed a list of questions for answer and comment. 

Westinghouse participates wholeheartedly in small business subcontracting 
programs. This is sound purchasing practice and applies to all of our purchas- 
ing activities whether engaged in defense or commercial work. We recognize 
that because of the nature of current procurement, if small business is to 
receive its fair share, this must often be accomplished through the subcontract 
rather than the prime contract route. We feel that our active interest is in- 
dicated by our replies to your specific questions which show that approximately 
30 percent of the amount of our purchasing is from small business despite the 
limitations often imposed by the nature of items purchased. 

We have confined our statistical information to six Westinghouse activities 
which are those engaged solely in defense work, except in one case where work 
for the Atomic Energy Commission largely related to defense programs is also 
included. These activities also account for nearly 80 percent of the company’s 
total receipts from defense contracts and subcontracts. The remaining defense 
work is scattered throughout more than 30 commercial activities. Although 
small business participation is at virtually the same level in these other 30 
activities, each carries on its own purchasing and we are therefore not able 
within the time afforded to present accurate figures in response to all of the 
questions as would be necessary to evaluate the total company picture. Our 
figures are for the calendar year 1958. 

The six activities placed orders with more than 8,600 small business concerns. 
This total may contain some duplications because there are instances in which 
several activities may have placed orders with the same supplier. 

Our answers to your questions, using your numerical order, are as follows: 

1. The total receipts for the six activities, referred to above, from: defense 
prime and subcontracts, was $295,604,000. The on-contract status on December 
31, 1958, was $395,663,000. 

2. Of those receipts, the total dollar amount subcontracted to other com- 
panies was $150,211,000. This amount represented 51 percent of the total 
receipts. 

8. The total dollar amount subcontracted to the 20 listed companies, was 
$12,845,000. One-third of this amount, however, represents payments to com- 
panies affiliated with American Telephone & Telegraph largely for telephone 
services, and to International Business Machine Corp. for rental of equipment 
not incorporated in any end product. Of the remaining two-thirds, 95 per- 
cent represents purchases of a very limited number of special components from 
four companies either developed under separate Government contract or in large 
yart procurable only from such sources. 

4. The total dollar amount subcontracted by these six activities to small 
business, was $47,204,000. Of this amount, 20 percent reflects purchases having 
only an indirect relationship to performance of a particular contract. 

5. We have been requested to place a fair proportion of our total procure- 
ment with small business. Our contracts normally contain a provision under 
which we agree to accomplish the maximum amount of subcontracting to small 
business concerns that we find to be consistent with the efficient performance 
of the contracts. We are also requested to furnish the Government with re- 
ports which reflect the value of orders placed with small business. 

6. Although our subcontracting, and small business subcontracting in par- 
ticular, may be discussed during contract negotiations and therefore may be a 
factor, it is difficult to state the extent to which it is evaluated and considered 
in contract negotiations. 

7. We have an active program for the promotion of small business partici- 
pation in our subcontracting. This program is designed to welcome and assist 
small business vendors who desire to participate by providing information and 
assistance upon request. We take an active part in small business shows and 
displays in an effort to inform interested concerns of our needs and requirements 
as well as provide guides on how to share in our business. This program has 
unquestionably increased the share of subcontracts awarded to small business. 
However, good buying practices and proper negotiations are still the most 
effective factor. 

8. We have a small business liaison man at our corporate headquarters 
and one at each buying activity. This representative maintains liaison with the 
local Small Business Administration office as well as an “open door policy” 
to small business vendors. He takes part in the various programs sponsored 
by SBA and local chambers of commerce. 
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He generally has some authority in the make-or-buy decision, as he is nor- 
mally the purchasing agent or his appointed representative. 

%. Make-or-buy decisions are normally based on the economics of a particular 
situation. Small business policy has a direct effect as it reflects in the eco 
nomics. On a longer range basis, it often becomes an important consideration 
in providing specialized skills with manufacturing and technological advan- 
tages. 

10. The selection of subcontractors is made on the basis of obtaining maxi- 
mum value and the utilization of specialized skills and know-how. The smal 
business policy is considered along with other factors such as price, quality 
and service, and general qualifications. 

11. (@) We maintain a bidders list for most items. 

(b) Price competition is generated to the maximum extent possible. 

(c) We rotate bidders lists to a limited degree. Qualified companies are 
afforded the opportunity to quote. Alert buying and normal procedures provide 
a certain amount of rotation. 

(d) Industrial supplies represent a prime illustration of an area where sup- 
pliers change or rotate for comparable items. Many local small business con- 
cerns furnish such supplies and a list of vendors from whom we order such 
supplies reflects constant change. 

(e) There are thousands of qualified companies. Our lines of products are 
so diversified that it is impossible to know all potential sources. These six 
activities alone have actually placed orders in the past year with more than 
&,600 small business concerns. 

(f) Specifications and other data are made available on an equal basis to 
all concerns which indicate a desire to participate if they are qualified. 

(7) Our requirements are formulated and distributed in sufficient time to 
allow adequate bid time unless particular circumstances do not permit normal 
lead, time. 

12. Lack of security clearance sometimes becomes a problem when urgent 
delivery is vital. Normally a vendor is handicapped only to the extent that he 
himself has failed to get necessary personal clearance to receive classified in- 
formation on which to bid or decides it is not economically feasible to provide 
secured facilities when such facilities are required. When, however, compo- 
nents of classified items can be declassified, they will be subcontracted as non- 
classified components thereby relieving the security clearance problem. 

15. We acquired three small business concerns during the past 24 months. 
However, none of these were engaged in defense subcontracting work. All 
‘were in entirely unrelated fields. In fact, only one represented a manufacturing 
concern. None were former suppliers. 

14. The normal course of business makes it desirable to deal with small busi- 
ness when practical. Small business frequently provides greater flexibility and 
offers faster and more personalized services as well as many specialized skills. 
rood purehasing practices, therefore, combined with recognition of the policy 
agreed to by contract, will provide small business with its proper proportion 
of procurement. 

You have also asked for our reaction to certain sections of S. 500. Our 
comments are as follows: 

1. Sec. 3(a). We feel this provision reflects current needs and procurement 
practices. Although formal advertised bidding is appropriate for many items, 
particularly standard commercial items, experience dictates that it is not ap- 
propriate for a large number of complex defense items. Competitive factors 
must often be other than price alone. This provision is, therefore, more realistic. 

2. Sec. 4(e)(e). This provision involves undefined terms. Certainly where 
standard items are to be purchased, they should be described as simply as 
possible to afford full competition. In cases of nonstandard items, the nature 
of the specifications may depend on many considerations. Generally speaking, 
the firmer the specification, the firmer can be the pricing. With the large degree 
of development and engineering involved in complex ssytems, detailed specifica- 
tions are often impossible and performance specifications are appropriate as 
goals until such time at least as the exact nature of the equipment can be 
determined. For these reasons it is difficult to generalize, although certainly 
if firm pricing is possible, performance specifications afford a buyer greater 
protection. 

3. Sec. 5(f). The small business policy has been stated elsewhere in S. 500. 
Contractors customarily agree to this policy by specific provisions in contracts. 
The proposal must be examined in terms of the responsibility of the prime 
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contractor to provide equipment in accordance with the terms of his contract 
and also in some cases with respect to the nature of the prime contract pric- 
ing. Unless there is impelling evidence that such limitations on normal pur- 
chasing are necessary to effectuate the small business policy, the proposal 
will merely add an unnecessary administrative burden because all purchasing 
would have to be reviewed for this purpose with the Government agency. 

4. Sec. 7. The operational systems concept appears appropriate for some pro- 
curement. We feel that the provisions of S. 500 are reasonably flexible to per- 
mit and encourage the use of the operational system concept where appropriate. 
We would. urge, however, that recognition of the team concept (a prime con- 
tractor and a selected and approved group of major subsystem contractors) be 
afforded. 

5. Sec. 9. Any amendment to the Renegotiation Act which will afford pro- 
tection of incentives, either inherent in the nature of pricing or specifically 
negotiated into prices, is desirable. At least where competition is present to 
assure fair pricing, renegotiation is unnecessary. 

Very truly yours, 
C. SWAN WEBER, Vice President. 





APPENDIX III 


SUGGESTIONS WirH RESPECT TO GOVERNMENT CONTRACTS, SUBMITTED By D. F. 
DAVIS, VICE PRESIDENT AND GENERAL MANAGER OF MOUNTAIN STATE FABRICAT- 
Ine Co., CLARKSBURG, W.VA. 


1. Negotiated contracts.—All Government agencies advise that we must first 
bid on a job before we have an opportunity to negotiate a contract. If we are in 
the low-bid sector of bidders and are the only small business company in a labor 
surplus area (such as Clarksburg), then we would be afforded an opportunity to 
negotiate a contract within the price range of the low bid on the portion set aside. 

Information that all or most of the missile contracts are negotiated from the 
outset. This does two things, viz: 

(a) All costs of bid preparation are paid for by the Government. 
(b) If contract is received a nominal profit is assured. 

2. Composite contract—No doubt various industrial firms in the area of 
Clarksburg, Fairmont, Morgantown, and Grafton could and would form a combi- 
nation to cooperate and efficiently handle a large Government negotiated con- 
tract. This could be done at a reasonable cost to the Government and possibly at 
an overall savings. 

However, it would seem ill advised to set up such a pool unless some specific 
business is tendered. While the different companies in the area would unques- 
tionably be willing to form such a pool, they would hesitate, and rightly so, to 
spend a great deal of money and time on a project which had little chance of 
realization. In other words, if some definite job was presented to the group and 
the representatives of the various companies could negotiate with representatives 
of the Government they could no doubt obtain a great deal of business which they 
could do effectively and efficiently at a great savings to the Government. 


APPENDIX IV 


CORRESPONDENCE FROM THE COMMITTEE UPON WHICH Most OF THE TESTIMONY 
OF THE HEARING Is BASED 


A. LIST OF QUESTIONS SENT TO LARGE BUSINESS FIRMS PRIOR TO THE HEARING 


1. During the latest accounting period for which statistics are available, pref- 
erably fiscal year 1958, what were your total receipts from Government defense 
contracts? What was your oncontract status on December 31, 1958? 

2. Of those receipts, what total dollar amount was subcontracted to other 
companies? Of this amount, what percent is, or is intended to be, subcontracted? 

3. What was the total dollar amount subcontracted with the attached list of 
20 companies? 

4. What was the total dollar amount subcontracted with small business (gen- 
erally those companies having less than 500 employees)? To what extent does 
this amount reflect purchases having only an indirect relationship to perform- 
ance of the contract? 

5. What steps have the various procuring agencies of Government requested 
you to take with respect to subcontracting with small business? 
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6. To what extent has your subcontracting program with small business been 
a consideration in contract negotiations? 

7. Do you have an active program for the promotion of small business parti- 
cipation in your subcontracts? If so, what functions does it perform? Has 
this program increased the share of subcontracts awarded to small business? 

8. Do you have, in your company, a small business liaison man? If so, what 
are his functions? Does he have authority in the make-or-buy decision? 

9. To what extent does small business policy affect your make-or-buy de- 
cision? 

10. To what extent does such policy affect your decisions as to the companies 
with which you shall subcontract? 

11. What are the mechanics by which you choose your subcontractors? 

(a) Do you have a bidders list for most items? 

(b) To what extent do you have price competition? 

(c) Do you have a rotation of your bidders’ lists? So that all interestea 
small firms have an opportunity to compete at regular intervals? 

(d) Give examples of the extent to which your subcontractors have 
changed for the same or similar items during the recent past. 

(e) To the best of your knowledge, how many companies are capable 
of producing or assisting in the developing of the items mentioned in (a) 
through (d)? 

(f) Are specifications and other data made available on an equal basis 
to all concerns which indicate a desire to participate in your subcontract- 
ing program? 

(g) Are your requirements formulated and made public in sufficient 
time to allow adequate bid time? 

12. In your experience, to what extent has lack of security clearance ham- 
pered small concerns interested in participating in your subcontracting program? 

13. Have you acquired any small business during the past 24 months? Were 
any of these your former suppliers? 

14. What recommendations do you have for the improvement of participa- 
tion by smaller companies in defense subcontracting? 

Although our principal subject of inquiry during these hearings will be con- 
fined to subcontracting, we would like the opportunity to hear your views on 
another currently important subject which bears a direct relationship to small 
business participation in Government procurement. I am speaking of the bill 
to amend the Armed Services Procurement Act which has been introduced in 
the Senate this session, a copy of which I have enclosed for your convenience. 
I would appreciate any comments you may wish to express concerning any part 
of this bill but in particular I would be interested in your reactions to those 
provisions which: 

1. Establish competitive negotiation as an alternative to advertised pro- 
curements, while leaving simple “negotiation” authorized only when it falls 
into one of the 17 statutory exceptions (sec. 3(a)); 

2. Call for performance specifications wherever practicable in lieu of spe- 
cifications in terms of design and manufacturing details (sec. 4(e) (e)); 

3. Provide that the agency head may include in the prime contract that 
certain designated subcontracts shall be limited to competition between 
small business concerns (sec. 5(f) ) ; 

4. Provide for operational systems to be purchased from a single prime 
contractor who will be responsible for design, development, and production 
(sec. 7); 

5. Exempt fixed-price contracts, contracts made after formal advertising, 
and incentive-type contracts from the renegotiation statutes (sec. 9). 


LIST OF 20 COMPANIES 


Boeing Airplane Co. Hughes Aircraft Co. 

General Dynamics Corp. Martin Co. 

General Electric Co. Sperry Rand Corp. 

Radio Corp. of America Chance Vought Aircraft, Inc. 

General Motors Corp. McDonnell Aircraft Corp. 

Lockheed Aircraft Corp. International Business Machines Corp. 
United Aircraft Northrop Aircraft, Inc. 

American Telephone & Telegraph Co. Westinghouse Electric Corp. 

North American Aviation, Inc. Republic Aviation Corp. 


Douglas Aircraft Chrysler Corp. 
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B. LETTER SENT TO WITNESSES PRIOR TO THE HEARING 


U.S. SENATE, 
SELECT COMMITTEE ON SMALL BUSINESS, 
April 7, 1959. 

Deak Mr. ———-: This is with further reference to my letter of April 2, 1959, 
concerning hearings scheduled by the Subcommittee on Government Procurement 
for April 22—24 on the subject of subcontracting. 

It is anticipated that during the course of these hearings, certain representa- 
tives of big business will comment on the enclosed bill (8,500). In order that we 
may have the benefit of the views of the small businessman on this proposed 
legislation, it would be appreciated if you will consider the following major 
provisions of this bill and comment during the course of your testimony as you 
see fit. 

1. It establishes competitive negotiation as an alternative to advertised 
procurements, while leaving simple “negotiation” authorized only when it 
falls into one of the 17 statutory exceptions (sec. 3(a)); 

2. Calls for performance specifications wherever practicable in lieu of 
specifications in terms of design and manufacturing details (sec. 4(e) ) ; 

3. Provides that the agency head may include in the prime contract that 
certain designated subcontracts shall be limited to competition between small 
business concerns (sec. 5(f) ) ; 

4. Provides for operational systems to be purchased from a single prime 
contractor who will be responsible for design, development and production 
(see. 7) ; 

5. Exempts fixed-price contracts, contracts made after formal advertising, 
and incentive-type contracts from the renegotiation statutes (sec. 9). 

Sincerely yours, 





GEORGE SMATHERS, 
Chairman, Subcommittee on Government Procurement. 





